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I.~HISTORICAL SKETCH . i 

Municipal Trade was little practiced sixty years ago ; it is * 
now incrc^ing rapidly ; and it is more extensively under- ^ 
taken in Great Britain than iJi any other country, 

• • ^ m 

(1) The pjirase Municipal Trade” need not^be rigidly defined. 

(2) Municipal extravagance is not dealt with here. In this Chapter 
is traced the introduction of Municipal (3) Markets, (4) Baths, 
(5; Harbours, (6) I’iers and (7) Water Supply. (8) As to the. last- 
men tioned enierpi^e, large towns have led the way ; and (9) very 
considerable sums have* been invested ijj the United Kingdom* 
(10) and in Foreign countries; (11) hfj^lraulic Power Works being 
sometimes added as an adjunct. (12) Municipal Gas-works in 
England (13) have been for the most part established since 1850; 

^4) and this trade is commonly municipalised in*Germany but not 
elsewhere abroad. ( 1 5) In the Gas trade is include the manufacture 
of residual products. (16) Elfctric Lighting Works arc generally 
private hands in America ; (17) on the Continent they are more 
often municipalised, and (iSpthis is the case with the majority of . 
works in England. (19) The effect of terminable concessions will 
be to increase the number of municipal works. (20) Tramway 
enterprise has been more progressive and has bdfen less frequently 
municipalised in America (21) and on the Continent, than (22) in 
England ; sftid (23) municipal management will probably increase 
largely in Great Bvitain. (24]rOmnibuses have been run in con- 
nection with Municipal Tramways. (25) Municipal House-building 
has only been recently undertaken in England. (26} Under the 
of 1890, Parts %I. and II., municipalities may become, in 
exceptional cases, both house-builders and house-owner% ; (27) whilst 
Part III. giv|$ to municipalities more definite powers of trading 
in house property. (%8) Municifial house-building has been little 
practised abroad. (29) Pawnshops anddnsurance. (30) Many other 
« « • * ix 
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enterprises are carried on by a few municipalities ; (31) and many 
demands have been made for further powers. (32) English municipsd 
rates and (33) municipal debts are increasing rapidly, (34) and are 
considerably heavier than the local debts of other important 
countries. (35) Thus Municipal Trade is increasing rapidly, and 
IS mere extensively undertaken in Great Britain than elsewhere ; 
(36) and here we have to consider how far this movement is a wise 
one. • 


II.—MUNICIPAL TRADE AND SOCIALISM . 41 f8 

This volume does not deal with Socialism ; although no 
doubt Soci'ilists' are advocating Municipal Trade • as 
^stepping-stone to some thoroughly socialistic system, Th^ 
SQcialistic pUa that workmen will receive more\ favour- 
able treatment when employed by the State cannot be 
admitted as an^afgument in favour of Municipal Trade, 
The advantages and disadvantages resulting froiJt munici- 
palisation must^ therefore^ be balanced one against the other 
in %ach case separately. ** 

<(i) Although Municipal. Trdde and Socialism are products of the 
same forces (2) this volumifttoes not deal with Socialism. (3) The 
socialistic a’*gument based on the favourable treatment of workmen 
employed by municipalities must, however, be examined. (4) Fair 
wages clauses shguld be inserted either in all or in no contracts. (4^ 
Municipal Tradets advocated as being beneficial to the workmen in 
l?oth municipal and private employment. (6) As regards beneficial 
reforms involving no cost, they should generally be enforwsd by 
Parliament on all employers, public atmd private. (7) Costly benefits 
L to municipal employees must increase the cost of municipal pro- 
duction. (8) Such benefits are justified neither by any problematical 
saving of contraA:tors profits, (9) nor by the fact that municipalities 
can borrow money more cheaply, (10) nor by any possible increase 
of production therefrom, {c 1) But, if as a matter of fict municipal 
employees are more highly paid, Row then can this be justifi^ ? 
(12) It can hardly be justified on account of the example set, 
because such examples are not followed. (13) The superior treat- 
ment of municipal workmen is equivalent to«giving them a b#fRis^ 
out Sf the revenue ; (14) and should be condemned on this, (15) and 
other grounds. (16} Municipal employment and^rtiarity should 
not generally be combined. (17) The advantages and disadvan- 
tages of municipalising eaoh trade should be separately considered. 
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III.-MONOPOLIES 47 


• 

There is an inerting tendency for certain trades to become * 
monopolies ; and with it an increasing mcessity for municipal 
control. The choice in such case lies between the municipeUisa- 
tion of the industries in question and subjecting them to State 
regulation. The former alternative is now more popular \ 
tut\t% popularitjP tells but little in its favour^ because the 
arguments on the two sides are not placef with equal foru 
before tju people and because the injurious in^ircctjffccts are 
mually ignored. , 

• 

(i) The fendency of trades to « become monopolies has increased^ 
and has tended to foster Municipal Trade. (2) This increase has 
been due tcpthe law of increasing return, (3)\jhMch tends to make 
rival firnft amalgamate ; (4) to the effect of granting rights to 
interfere with the streets ; (5) to the advantages arising from a 
large clientele ; (6) and to the Increase in the value of land in 
towns. (7) In the case of monopolies, prices mu^ be rcgulsfted 
by the State, (8)^which may be done either by municipalisation 
or by the control of private undertakii^s ; the choice between 
these methods being the subject here discussed. (9) This choice 
must also be considered in the case of competitive industries. 

( 10} Merely to consider whether any industry will be well managed 
the State does not help in making this chok:e. (n) To what 
extent should the popularity Of Municipal Trade ft)unt in its favour? 
(12) Popularity based on senfiment proves nothing. (13) Municipal 
Tracte may appear to be more popular than it is. (14) The evidence 
in favour of Municipal Traders more voluminous than that in favour 
of private trade. (15) Legitimate pride prejudices both councillors 
and (16) officials. (17) Councillors represent both the consumers 
and the manufacturer in Municipal Trade. (18) Official utterances 
based on recently established enterprises arc especially unreliable 
as an indication of success, (i^ and p^ular opinion is largely based 
on such official evidence, Popularity may, moreover, be 

dependent on temporary beneficial results, (21) which may be felt 
, even though Municipal Trade is not the be^ system which could 
Kve been* adopter (22) Lastly, popularity is a delus*vf^ test, 
because it ^epends on obvious facts and arguments. ^3) Summary 
of chapter. ^ • 
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IV.— THE ADVANTAGES OF MUNICIPAL TRADE 69 

T^e strongest argument in favour of Municipal Trade is that 
compaMeSy looking mainly to making profitSy^nayy in the case 
of monopoliesy ignore questions connected with public healths 
morals y order y or convenience. Municipal Trcuie isy there- 
forCy^ undoubtedly right in many cases, 

(i) To admit that the importance to ^he com*nunity of apy ‘m- ** 
dustry justifies its municipalisation almost admits the case for 
Socialism ; (2) and importance is no criterion as to how far 
municipal is^ition advisable. (3) The onus of proof rests with 

< those who demand municip'ilisation. (4) Rigid control or muni-* 
cipalisation is necessary with complete monopolies. (5) The Statoi 
<(vill pay more attention than private proprietors to heallfii, morals, 
etc., and for this reason, (6) especially where prices are not easily 
estimated, (7) mugjpfSalisation is often advisable. (8)^The Liquor 
traffic will not be %liscussed. Advantages may arise \from the 
municipalisation of Baths, (9) Harbours, (10) Markets, Cemeteries, 
and Slaughter-houses. (11) But the arguments here considered do 
no^ necessarily«tell in favour of the direct employment of labour. 
(i2)*Roads should be in public hands, (13) and thus arises an 
argument of no great w^ht tn favour of municipal gas, water, and 
electric works and telepnones. (14) The surface of the roadway 
should be ir public hands ; (15) though the tramway business need 
not therefore be entirely municipalised ; (16) neither need tramways 
be initiated by Lo^al Authorities. (17) The difficulty of estimating 
cost tells strongl)#for municipal wateri works, (18) and but slightly 
fof municipal gas and electrical wor^. (19) The necessity for a 
copious supply tells for municipal water- works, (20) but nq^ for 
« municipal gas or electric works. (21^ Summary of chapter. 


V.— ADMINISTRATION AND CORRUPTION ... 94 

Municipal Trade in moderation Jias a stirftulating effect on 
Local A uthorities : buty if extensively undertaken y it tends to 
lower their efficiency^ And a large number of voters being 
in thu^ ffay of the State adds greatly to Hlu probability ^ 

corruption. • f 

• 

(1) Municipal Trade stimul^es public interest in local administra- 
tion ; (2) bmt it also has effecy. (3) Bisc^ntent may bo 
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aroused against existing suffrage laws ; (4} and the evils of the 
compounding system may be increased. (5) Discontent will also 
be produced by the taxation of traders to establish rivals ta them- 
selves ; (6) by the suspicion that judicial functions are performed 
with partiality ; (7} and by the action of contiguous municipalities. 
(8) Additional woi^ due to municipal trading would lowQr thS « 
business capacity m Local Authorities, (9) and would tend to ^nake 
thhm neglect their ordinary duties, (10) if it were very extensively 
undertaken, (i i) Local Authorities should not be involved in labour 
disputes. (12) Voters being paid by the State is a source of danger 
because (13) their votes are apt to be given on personal grounds. 
*(14^ The more scijppul^ais tjie candidate the less likely is he to win 
the vStes of State employees ; (15) and scrupulous men, therefote, 
are less likely to become candidates. (16) Unscrupulous councillors 
will object to the piftsence of the scrupulous (jn Councils. (17) 
Af>pointments being given on political grounds, (18) and the in- 
|ufficient salaries of municipal officials lead to corruption. (19) False 
steps in ti||e direction of Municipal Trade are difficult to retrace. (20]^ 
Corruption tends to go from bad to worse. (21) The ballot is littlft 
protection against corruption. ^ (22) The necessity of State manage- 
ment in c^ftin cases makes Municipal Trade l 5 ^ not more, advis- 
able in other cases. (23) A small margin of corrupt voters may 
suffice to maintain a corrupt system. (24) We must not rely on the 
dUPisting purity of our municipal administrations ; (25^^ for the germs 
of disease already exist. (26) The corruption existing in large 
American cities, (27) an<J in the smaller towns, (28) should be \ 
warning to England. (29) Corruption is u 5 td in the United States as 
an argument for municipal trading, (30) because in that country 
private enterprise leads to so much corruption. (31) Even if 
mivate enterprise now directly produces more corruption, Municipal 
Trade might, in the end, produce worse effc^s, (32) because, 
with many rate-paid voters^ corruption is less easily eradicated. 
(33) Jhe difficulty of eradicating the corruption due to private 
enterprise tends to diminish ^(34) whereas the evils due to public 
management tend to increase. (35) In the United States, Civil 
Service reform is necessary, and (36) the regulation of private enter- 
prise has been much neglected. (37) Complete monopolies should 
be granted. (38) Public management is more demoralising than 
public ownership. (39) Municipal T(ade has been undertaken 
to a comparatively ^all extend in the United States, (40) and the 
case in its favour is not established. (41) In England Municipal 
Trade is more likely than private enterprise to introduce corruption. 
(4^ Summyy of the foregoing arguments as to <!brruption, (4^) which 
tell with different weight in different cases. (44) Suipmary the 
effect of Mfinicipal Trade on administration. 
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VI.— PUBLIC AND PRIVATE MANAGEMENT ... 136 

should expect to find private tnanagegptent is, on the 
average, somewhat more efficient and decidedly more economi- 
cal than public management. 

f. 

(i][ When Corporations and Boards are compared (2) it appears 
that Boards may be selected from a wids^r heU ; (3) and, on a^co^nt ^ 
of* the methods of election, (4) and of re-election, will normally 
contain more business men. (5) With regard to the influences 
acting on i^anagipg bodies, (6) voters being consumers, (7) a^nd the 
f ease of raising money, may ^ead to extravagance ; (8) whilst rislc» 
being thrown compulsorily on all ratepayers (9) and a want of initia* 
live, may lead to uneconomical caution in municipal enteri^Gise. (10) 
Progress in Municipal Trade may bfi checked by the inconvenience of 
Local Govemmei n j yreas, (11) or by the difficulties connected either 
with joint municipaPenterprises, (12) or with work outs ide^ municipal 
areas. (13) Consequently private capital will be invested in enter- 
prises capable of yielding a larger return. (14) Low salaries, 
(iff) and promption by seniority, (16) and, perhaps, more broken 
employment, make municipal officials somewhat less efficient and 
onost costly ; (17) whilst other influences make them more powerful. 
(18) Slack discipline, (19) and various other influences tend to, 

(20) and certainly do make the municipal labour bill higher. 

(2 1 ) The economy of private trade is due to the stimulus of personal 
gain, (22) an influence less felt in monopolies. (23) Municipal i% 
spectors will critijse private trades more keenly. (24) Shareholders 
cAi indicate their discontent by selling. (25) The main question as 
to monopolies is as to the remedy of grievances. (26) Councillors 

«. give their services for nothing. (27)^rivate trade is, on the whole, 

, likely to be more economically managed, (28) a result which, if 
admitted, condemns the municipalisation of competitive trades ; 
whereas, as to mcffiopolies, the advantages of Municipal Trade have 
to be weighed against this and other disadvantages. 


VIL— RISKS AND ^INS 173 

No^gain is made by Municipal Trade unless a rHk is run ; 
and taking the more economical mianagefmtnt of j^rivate trade 
into account, we should dh a priori grounds expect to fin^ 
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that communities have gained nothing financially by their 
municipal trading enterprises. 

• 

(i) Municipal finance will first be discussed without reference to 
figures. (2) The question is not simply whether a profit will be 
made; (3) for \|^en the word “profit” is defined, (4) it will fie* 
swn that we want to ascertain the gains^ not the profits, (5) The 
gross income of private companies is paid away in («) working 
expenses, ip) payments to Local Authorities, and (r) dividends, etc. 
(6) As to {a) the net profits will diminish on municipalisaliomif the 
management is less economical. (7) As to (/^) municipal indusA-ics 
n^s^be taxed liktf private iiidustries. (8) Kents are a more important 
item amongst the payments to Local Authorities ; (9) and itnts 
formerly received, (10) or, rather, rents which/iight now be obtained, 

(i i) Sts well as an allowance for all services wlii^h conmanies might 

• be forced to render gratuitously, should be deducted from the net^ 

• profit to find the gain. (12) As to (c), questions connected with risk 
and ratePof interest have to be investigated. (13) The case of goiiig 
w’orks being bought will be fifst considered. (14) When borro\^d 
money is invested, no gain can be made unlesp^^isk is run ; (15) and 
this law Isapplicable to Municipal Trade. (i^TMunicipal prestige, 
however, does make some little gain possible without a corresponding 

jisk. (17) A part of municipal g*ading profits should be treated, not 
as a gain, but as an insurance against losses (18]^ sustained ir^any 
municipal enterprise undertaken by the same Local Authority.* (19) 
The gains made by invasting borrowed-money are due to either excep- 
tional knowledge or luck. (20) As exceptional knowledge cannot be 
claimed by Local Authorities, the financial results of municipal 
trading is largely a matter of chance. (21) For this reason, single 
instances of success or failure tell but little ; (2^) for the element of 
risk or chance is never absent. (23) The forefoing arguments are 
also applicable to municip^ trades initiated by Local Authofkies. 
(24) In considering the capture of the unearned increment, (25) the 
effect on prices of the concessions granted must be held in view# 
(36) Sliding scales of prices do not altogether meet the case.^ 

(27) The unearned increment is captured equally well by terminable 
concessions or by Municipal Trade, whether*the works are built 

(28) or bought by Local Authorities, (29) Increments can be 
captured ^y violating existing bargakis, (30) and concessions should 
always contain piovisions fdt the necessary readjustments of prices, 
etc. (31) It is difficult to decide the price to be paid for fraudulently 
acquired concessions ; (32) but, in all other c^es, it should be decided 

♦^y the vilue in th% market. (33) Summary of Chapter. • 
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VIII.— MUNICIPAL STATISTICS 207 

Turning to facts and figures in order to check these theoretical 
conclusions^ the Local Government Board Rettums afford the 
best inforfnation available ; but the more these Returns are 
studied^ the less reliable they appear to be as guides for future 
action. , 

c 

(i) Reliable statistical results would be m<i»re ^satisfactory 
theoretical conclusions. (2) An increase of remunerative loans 
appears to be corrcla^d with an increase of rates ; though the 
cause is obscure. An abstract of the hnancfel results of English 
^municipal trades for four yeafs is given ; (4) and figures repre- ^ 
seating the net profits are thus obtained. (5) The future as well as • 
t^jc existing net profits must be considered. (6) PercentagA cannot 
b(f usefully calculated on outstandtng debts. (7) Gross profits 
should be calculated ^s percentages qf the total capital provided. 

(8) Existing net prSCts are of little use as guides for future action ; 

(9) but an estimated prospective net profit on gas-works can be 
calculated from existing gross progts, (10) a calculation, however^^ 
involving possibl^^erroneous assumptions. ( 1 1 ) Gas-works municipal- 
ised^m years gone by are now more profitable than g»s-works recently 
mjinicipalised. (12) As regards the total reproductive undertakings, 

(13) a figure representing ttfe estimated prospective net loss is given. 

(14) Thus figures indicating the required results can be obtained 
from these returns. (15) But can they be relied on? (16) As regards 
gas-works the results have been shown to be faulty, (17) and ami» 
endeavour has beet^made to correct them. (18) As to average 
resuks, certain items of expenditure said not to have been 
properly charged. (19) There is some justification for charging 
depreciation on a lower scale in Municijjpl Trades ; (20) but, if this 
has been done, the foregoing results require correction ; (21) because, 
*ruter aiia. Municipal Trade is in its infancy. (22) There are reasons 
for believing that thot capital has been overstated, (23) and that it has 
been understated. (24) To estimate the gains, the net profits must 
be increased by the cost of inspection, (25) and diminishid by the 
amount of possible rents; (26) a •very important deduction. 
(27) These hypothetical rents will, in the absence of perpetual 
concessions, increase pari passu with municipal profits. (28) Past 
experience.is unreliable as a guide for the fu^re because it is4» 
scanty, ^29} and because of changes in the rate of interest on 
loans. (30) The greater profit yielded by the older municipalisa- 
tions does not indicate that profits p-ill increase to thar extent in 
future enterprises, (31) because jpdustryes tend to die out, (32) because 
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the increase of population may not be maintained, (33) and because, 
as regards individual industries, the old enterprises were more 
profitable because more risk was involved. (34) In the forgoing 
discussion little reference has been made to price and quality. 


IX.-^PRICE AND QUALITY . *247 

The doubt as to the reliability of these Statistics is greqtly 
increased if questions connected with price and quality are 
takef^if^o considerAtiom, And a general conclusion is reached 
that the probability of making a gain should never be hetd 
out as a legitimate itylucement to cities t/ adopt Municipal 
Tmde, * ^ * 

• 

(i) The giin to the community from municipal trades is, to a , 
large extent, independent of the* level of prices charged by Local* 
Authorities. A2) The results ol^tained in the preceding chapter can 
only be obj^Aed to (3) on the ground that the reUtfive level of prices 
in municipal and private trade affects the question of possible rents. 
(4) Can we estimate the gains to^the ratepayers and to the con- 
sinners separately, and, by combining the results, find the gain to 
the community ? ( As to the estimation of the gain to the consunter, 
(6) local circumstances gj-eatly affect •the prices of gas, (7) and ^ 
tramways fares, etc. (8) Comparisons befween prices charged in 
pairs of towns may tell unduly in favour of Municipal Trade. (9) If 
separately considered, the reductions in prices made by municipalities 

but little. (10) The rents actually paid by private proprietors, 

(ii) the length of their concessions, (12) and theyisk run by them, 
must all be allowed for in all comparisons of prices. (13) Local 
Authoj;ities, who have built or bought works, have, in effect, granted 
to themselves perpetual concessions. (14) In short, the difficulties 
connected with all methods of comparing prices are at present 
almost unsurmountable. ( 1 5) Thus neither as regards prices, (16) nor 
as regards quality, can we say which way the balrmce of argument 
tells. (17) Enquiries as to the financial results of Municipal Trade . 
must involvif the consideration in detail of questions of price and 
quality, (18) and if |hese considerations are omitted, the results 
are valueless as regards its effects on the community as a whole. 
(19) Do statistics confirm the theoretical conclusions arrived at in 
cbigp. vii. ? *(20) Average results should be“^ mainly reli,ed on, 
(21) though they may be vitiated by the effect of causes affedling 
many industries. (22) Are conclusions based on a pnori reason- 
ing, or are thdie based ^n statistic^ most to be relied on ? (23) Some 
circumstances merely throw doub^ on statistical results ; (24) others 
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make them appear too discouraging ; (25) but possible rents, 
(26) and many other considerations indicate that they are too 
encouraging. (27) Thus statistics do not refute a priori reasoning. 
(28) The contrast between the statistical, and (29) the theoretical 
conclusions is illustrated in another manner, (30) an illustration 
" which indicates that no material gain or loss J^as directly resulted 
froip Municipal Trade, although taxation is now being increased 
thereby. (31) That this loss will become a gain in time is^no 
argument for Municipal Trade. (32) Indirect financial results 
must now be considered. (33) Though tramways, etc., do no 
doubt raise the value of rateable property, (34) Municipal Trade, 
even if it were more progressive th^n priva;^ trade, mi|[ht4»no{ 
increase the revenue; (35) and, as it is less progressive, it cannot 
do so. (36) To sp^d public money in order to raise the value of 
private property is dangerous. (37) Mulbicipal Trade tpnds to 
encourage municipal extra\i^gancc. (38) Municipal Trade, if exten- 
sively practised, would materially diminish the public revenues, amd 
« no industry should be municipalised in the hope of makii% a gain. 


X.— COMPETITIcft^ AND PROTECTION . .28, 

Municipal Trade diminishes cainpetitiony and checks progrocs, 
Tflumore competitive the tradcy the more disadvantageous will 
bp the results of its beinp^ ^managed by a public body, 

(1) Docs Municipal Trade do harm by lessening competition? 

(2) As this volume does not deal with Socialism generally, (3) the 
advantages of competition and free trade will be but briefly sketched ; 
(4) advantages MA'.iich are not outweighed by the serious correspond- 
ing disadvantages. (5) Domestic watf r supply is the only completely 
non-competitive Municipal Trade. (6) Local Authorities will#lways 
protect themselves from competition's much as possible. (7) When 
two trades are managed by one municipality there is no true com- 
petition between them. (8) Municipalities obtain protection more 
readily than private traders because their services are said to be for 
the public good and at the public expense. (9) Local Authorities can 
hinder private electric entfrprises, etc., by refusing id give assent, 
(10) or by obtaining Provisional Otders and doing nothing, (11) or 
by opposing Bills in Parliament. (12) Competition between public 
and private trade ^s not on even terms; (13) and the mere .fear 
of municipal opposition checks private enterprise.* (14) Allied 
industries ipay be permanently injured by municip^ opposition. 
(15) Summary of the harmful effects of Muni^al Trade in 
Kmiting competition in the casen of industries tendmg to become 
monopolies. (16) The effects ox^ competitive trade must also be 
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considered. (17) The desire and probably the power to obtain 
protection will increase with any increase in the field of 
Municipal Trade, (18) and any limitation of competition arill be 
proportionately more harmful the more the trades municipalised 
are naturally free. (19) To limit competition would probably b^ 
injurious in the Ase of the sale of goods, (20) and still more 
ix^rious in the case of the manufacture of goods, (21) and tnost 
injurious as regards the initiation and construction of works. 
(22) Municipal constructive enterprise produces centralising influ- 
ences, (23) which are especially harmful because industrial initiKtjye 
• in a nation is a slow growth. (24) Municipal Trade is most 
fre^u«itly undertat!en ^herf there is only competition in production, 
(25) and in these circumstances there is less risk of heavy losses and 
less chance of large profits than when ther^^s competition in con- 
struction. (26) Miiniapalities are less lik^li^lian privat^proprietors 
to make rapid advances in competitl^ industries, because great • 
business Rapacity and initiative are required, (27) because public 
funds are risked, (28) because they are less free to make bargains^ 

(29) and because their work will be confined within given areas. 

(30) Man objections previously urged agai:»$t Municipal Trade 
apply with special force in the case of competiti^ trades ; (31) whilst 
the arguments in its favour are considerably weaker. (32) Municipal 
IKrade cannot, however, be confined to monopolies, (33) and the 
certainty of competition arising tells against the cnunicipalisatjon 
of all industries Except domestic water supply. (34) Summary of 
conclusions with regard* to the muflittpabsation of trades which 
do not tend to become monopolies. 


XI.--MUNICIPAL HOU.SE,.BUILr)ING . j . .319 

• 

Housi-building is selected as an example of the way in which 
all the arguments for amkagainst Municipal Trade should « 
be weighed before a decision is arrived at in the case of each ^ 
separate industry ; the arguments in this cas^ telling strongly 

against this branch of Municipal Trade, 

^ % 

(i) Only questions^ connecteef with the choice between municipal 
and private enterprise will here be considered. (2) The housing 
'question is complicated because various o]||jects are aimed at ; 
^3) and because difterent trades may be municipalised in different 
cases. (4^ Municipal Trade gives no assistance i» dealing with 
questions <^nnected with land tenure ; (5) and the refusal of private 
firms to build on (:leared areas is no argument in its favour. 

^ (6) Any sanitary Regulations can be enforced in the construction of 
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bouses by private proprietors ; and, for the same cost houses, built 
by municipalities would not necessarily be more healthy. (7) Muni- 
cipalities can do little or no good by example. (8) When slum areas 
have been rehoused by Municipal Trade, few of the individuals 
dehoused have been rehoused, and it has therefore been urged that 
hiunicipal house-building is a failure. (9) But thg same results as to 
rehousing, which are to a certain extent beneficial, would probably 
have followed the erection of houses by private firms on slum arels. 
(10) Compulsory housing operations are generally costly ; (11) and 
the money thus spent acts in part as the award olf a bonus both to 
thVi manufacturer and to the workman to remain in central crowded 
areas. (12) Local Authorities should, tjiereilire, »be allowed pre:iter' 
discretion as to rebuilding ; (13) a discretion which would tend to 
lessen the amount of^Municipal Trade undertaken. (14) Municipal 
housing operations are'^j^^iore costly than private enterprises because 
less attention is paid to rei.li^^earning, (15) and because the manage^ 
ment is less business-like. (16) It is impossible to estimate accuratelyi 
^rom statistics the losses actually incurred in municip£ housing 
Operations, (17) or the losses which would have been incurred had 
the work been entrusted to private tracje. (18) Our conclpsions must 
be Largely guided common-sense considerations; anb^such con- 
siderations tell against municipal house-building. (19) The effect 
of universal municipal house-building would be disastrous ; (20) and, 
if partially undertaken, it hampers private trade, and may diminisli 
th6 4 otal number of houses available. (21) Muni^pal house-owning 
greatly increases the probajjility of municipal corruption ; (22) and 
the balance of argument is, on the whole, strongly against this form 
of Municipal Trade. 


xii.— legislati6n with reference to municipal 

fRADE » 346 

• 

Looking to the future, a refonnM municipal trade should 
{>€ compared with a refonned private trade. Profit-making 
by municipalities ^should not, on economic grounds, be pro- 
hibited; but debts should be more rapidly redeet^ed when 
profits are being made. Many mjnor ref onus are possible ; 
but the disadvantages connected with Municipal Trade 
cannot be materially^ lessened by legislation, 

# ^ 

(i) P&sible legislation with regard both to Municip<il anc^to private 
Trade must be considered. (2) What prices should be charged by 
municipalities? (3) Sinking funds must be* instituted ; (4) but 
prices must not be so low «s to throw any of jthe cost of these^ 
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sinking funds on the rates. (5) High prices charged by Local 
Authorities, though they are like indirect taxation, are not therefore 
necessarily objectionable ; (6) except on the ground that indirect 
competitors are thus benefited. (7) Low prices may be objection- 
able in Municipal Trade on the ground that they amount to the 
award of a bounty to the consumer. (8) Prices, therefore, in*^ 
Municipal Trade should bear the same proportion to the*cos^ of 
production as is the case in private trade. (9) The i^ent paid by 
private proprietors for concessions should be regarded partly as a 
rent and partly as a tax on the goods sold ; (10) and the factahat 
such rents can readily be obtained does not prove that they are uH- 
*obj«:tionablc. (ii)iSu«h re^ts, if excessive, are no less objection- 
able it included in the costs (or the profits) of municipal trades. 
(12) Prices should not be lowered because of the low rate of interest 
paid op municipal loafts ; (13) and pricessj^uld jnot be raised to 
<^ver any increase of wages above t^j^iormal level.* (14) The 
^est rule is that no net profit should be made whilst the full pay- 
ment is Seing made in respect of interest and repayments of^ 
principal. (15) When the debte are wholly or largely redeemed^ 
prices mus^be considerably ^■educed or a considerable net profit 
must be m^e. (16) Of these alternatives, thc#naking of a profit 
should be selected because low prices either check progress, (17) or 
act as a bounty. (18) No serious^ objections can be raised against 
existing sinking fund arrangements, (19) except that debts might 
with advantage redeemed more rapidly when profits arc ami- 
able. (20) Summary of^ conclusions* to jirofits and prices; 
(^1) conclusions which could hardly be ^forced by law. (22) To* 
prohibit the making of net profits would, therefore, be unwise. 
(23) Risk to the unbenefited ratepayer cannot be avoided by law. 
{d 0 ) Too low prices are a more probable contingency than too high 
prices. (25) Municipalities often trade outside th|ir areas, (26) and 
preferential charges should ^e prohibited. (27) Municipal traces 
cover^g several districts should be placed under Joint Boards. 
(28) Legislative safeguards a^inst corruption, (29) and against the 
evils of centralising influences arc impracticable. (30) Muni- 
cipalities should not be allowed to acquire objectionable powers * 
(31) and government auditors should be appointed* (32) No legisla- 
tion affecting Municipal Trade would materially affect the com- 
parison between it and private trade. • 
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XIII.-^LEGISLATION affecting private trade . 384 

On the other hand, much might be done to lessen the evils 
connected with the retention of monopolies {n private hands, 
though not without some corresponding disadvantages. , 

(1) Possible legislation affecting competitive private trades need not 
be ^discussed. (2) Reform is needed with regard to the private 
lAanagement of trades tending to become monopolies. (3) Legisla^ 
tion concerning the granting of concftssioife in future will ^r^ be 
cbnsidered. (4) The demand for rapid progress is antagonistic to 
the demand fbr lowyprices or light taxation. (5) In England the 
promoter ^has been «inpled, whilst the consumer has not been 
^ sufficiently safeguarded, In questions concerning the granting 
of concessions, (7) and in disputes as to the terms of concessions 
« after they have been granted, Local Authorities and promoters may 
Represent the counsel on the two sides, the one being prepared to 
advocate the interests of the citizens^ and the other to^^dvocate the 
interests of the pftVate investors. (8) The Local Authority cannot 
well be the judge as well as the counsel. (9) Technical knowledge 
is necessary for the decision of these questions. (10) Some Gove«r.- 
ment office should be represented at enquiries concerning conces- 
sions ; (ii) but the final decision should rest #ith a Commission, 
^(12) of a type which doe^not exist at prespent in England. (13) De- 
scription of the Massachusetts Commission. (14) A final appeal to 
Parliament must exist; but its use should be restricted. (15) The 
consent of the Local Authority should not be essential. (16) Con- 
cessions are now granted in accordance with no fixed principfl^. 
(17) Monopolies imay with proper safeguards be granted to com- 
psftiies, and neither other companies nor (18) Local Authorities 
should be permitted to compete. (19) What should be the kngth 
^ of the concession period? (20) Perpetual concessions will not 
materially hinder the municipalisation of industries, (21) and, as 
• at present granted, they are in many ways objectionable. (22) Con- 
cessions for short terms have produced harmful effects ; (23) but 
it does not follow that to lengthen them would lj|e the best 
reform. (24) If, when cotnpanies are bought out, shareholders 
are likely to receive less than tlfeir original investment, a tax 
will inevitably be thrown on the consumer during the concession 
period. (25) The valuation must be such as to attract capital freely. 
(26) Tl^ valuation should be more liberal, (^7) and nfVinicipaliti^s 
shoAd have^the right of purchase at all times ; (28} t|iough there 
niay be exceptions to this rule. (29) The danger of (irruption will 
be lessened by the establishment ^ a Commission. (30) Terminable 
concessions had better include sliding scales of prices and variab]|| 
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rents, (31) one or both as the case may require. (3a) The Com- 
mission might be called in to arbitrate as to prices. <33) Statutory 
limitations of dividends are never advisable. (34) Precautions should 
be taken against over-capitalisation. (35) Powers of inspection ot' 
works and documents of private proprietors, owning municipal 
concessions should be retained ; (36) and the Commission should' 
also have power to inspect all Municipal Trades. (37) Some oS the 
work in the streets might be owned and repaired by municipalities. 
(38) Summary of recommendations as to the granting of new con- 
cessions in future. (39) Terminable concessions can be substituted 
for perpetual concessions ; (40) and this should be done if the resdlt 
*woiild ^e beneficialf (4 4 the /Commission deciding on the compensa- 
tion to be paid. (42) The foregoing must be regarded as tentative 
suggestions. Note on the method of valuation for terminable con- 
cessions. s ^ > 


XIV.— CONCLUSION . . ’ 430 

• 

Two questions have to be considered — (/) Wkat trades should 
Parliament permit municipalities to manage? (2) What 
trSdes would municipalities xvisely undertake^ to manage? 
To neither question can a very definite answer be given. But 
Local Authorities are (nivancing tod^apidly in the path of% 
Municipal Trade, Reforms are, therefore, needed — to 
more effectually safeguard the consumer and the ratepayer 
whm monopolies are managed by private proprietors ; {2) to 
check excessive Municipal Trading ; andT (j) to render 
Municipal Trade as littlf harmful as possible. What is 
needed most of all is an inermse in the interest of the public 
in municipal affairs, 

(i) Brief summary of the arguments for and 'against Municipal 
Trade genyally, (2) and in the case of industries which tend to 
become monopolies. (3) Opimons differ greatly as to where the 
line should be drawfl, (4) and no general formula can be suggested. 
(5) There are two distinct questions — What municipal trades should 
Parliament permit? (6) And what trades s!fould Municipalities 
undertake.^ (7) £c^no||ic and political safeguards suitably to 
prevent uwwise municipal trading must be considei^d. (8) First 
amongst such checks are certain reforms affecting private trade ; 
(9) of whicn a summary is givfti. (10) A limitation of municipal 
^ebts would have pertain advantages ; (i 1) and certain disadvantages. 
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(12) A referendum on loans would be a better reform. (13) The 
prohibition of profit-making has been advocated. (14) The com- 
pounding system should, if possible, be abolished ; (15) and it would 
be logical to entrust municipal trades to representative bodies 
^elected €ui hoc» (16) Reforms are also required in order to make 
* such Municipal Trade as is undertaken less objectionable ; (17) and 
the^whole question should be thoroughly investigated. (18) The * 
reaction against individualism has gone too far. (19) What is 
most of all needed is public interest in Municipal affairs. 

APPENDIX * 453 

Report of Joint Committee of Lords an(j[ Commons of 1903, 
^dealing chiefly with ^J^nicipal Accounts and Municipal 
Audit ^ • 
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(1) “ MuNiciPAi. Trade ” has been selected as the title 
of this volume because it indicates, in the simplest 
manner, the subject matter to be discus*sed. It* Is 
not, therefore, necessary to attempt to give a rigid* 
definition of the meaning of these words. It will be 
sufficient to remark that they are intended to cover 
all enterprises managed by Local Autl^rities which, 
when they are undertakcji by private traders, are, as 
a rule, ^worked with the object of making a profit ; 
and that undpr the titld^of Local Authorities are 
included City Coi*porations, Borough Councils, 
County Councils, and District Councils. Municipal 
Trade is, no doubt, not altogettier a happy expres- 
sion; for it gives the iihpression that the Local 
Authorities concerned are also mainl;^ interested in 
the question of profit and loss, which is > vQcy 
often not the case. The phrase is, howeirer, now 
so well undtrstood that nq confusion is likely to 
aris^ firom its usg. • * 

*. • A * • . * ' 
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(2) What are the trades which can be nuinaged 
by Local Authorities with advantage to the com-' 
munity at large? This is the main question to be 
^hscussed in this volume. Municipal extravagance 
*has no doubt been coupled with Municipal Trade in 
many recent discussions ; for some of the influences" 
which are making for the one are also making for the 
other. It is, however, to be noted that municipal 
trading may be undertaken ^ without any niupicipal 
extravagance, and that municipal extravagance may 
exist vrithout apv municipal trying. By adding 
extravagance to subject matter for enquiry, a 
^uch wider field would be opened out ; i)ut I have 
thought it best to confine myself strictly to Municipal 
Trade in this volume. Before passing on to consider 
the arguments for and against the management of 
remunerative undertaking by Local Authorities, a 
brief historical sketch will be givey of the rise and 
.development of Municipal Trade; mainly with the 
object of showing that it is difficult to say at what 
particular stage in the evolution of modem municipal 
functions it . may fairly be said that mui^pal 
trading commenced; of pointing out that, whilst 
Municipal Trade is no recent introduction^ it has 
been enormously developed during the last few 
years ; and, lastly, of indicating that this development 
is proceeding more rapidly in England than in any 
other important cotmtry. In a few German cities 
Municipsd Trade is perhaps carried* to greater lengths 
than in any English town; but, as regards a cpm- 
parisogti between the whole of the two countries, the 
for^foing statement is, I believe, correct. 

* Beaders familiar witlj the literature ^of municipal 
affairs are recommended. to omit the remainder of 

• n - • - 0 
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^lis chapter, as it c<mtains nothing which has not 
been recounted more fully elsewhere.^ 

(8) Marleets. — The actual number of the different 
kin^ of enterprises which have, up to the present 
time, been extenSively municipalised is small, and it* 
Vill be convenient in this historical sketch to consider 
• each one separately, taking them as far as possible in 
the chronological order of their adoption as municipfd 
trade!^ Markets naay ^therefore appropriately head 
the list,%r they have been owned by some Germthi 
towns for over a thousand years, and many English 
towns Hold their market rights' and propekies by 
“ aifcient charter.” In no country, however, is there 
. more than a small number K>f ancient public markets? 
or indeed of any other long established^ remimerative 
enterprises; for it was not until the middle of the 
^ nineteenth century that the movement in favour of 
buying up any of the rights of private owners begjan 
to make itself felt Aj about tha^time several of our 
■ large towns acquired markets kjiy purchase from the 
Lords of the Manor, and the_ development of this 
classaot enterprise is still proceeding, loans for this 
purpose to the extent of over £700,00u having been 
sanctioned in England and Wales during the years 
1895 to 1899. The ownisag of a market hardly, it is 
true, appears to be of the nature of trading, and at 
first sight it may be thought to be ti mistake to 
include this enterprise in any dispussion on Municipal 
Trade. But these markets are often very lucrative 
properties, and when we find that the more recent 
developments in connection with municipal nn>^kets 

> Fairlie’a “Municipal Administration,” and Shaw’s * “ Municipal 
OoTemment in Great Britain” and “Municipal Govenunent in 
Continental Enrc|ie,” ha\% been largely used in compilation of this 
chapter. * 
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include slaughter-houses, cold air stores, ice manu- 
factories, and the sale of ‘‘surplus” ice, and that' 
the right to sell the ice to the public without 
restriction has been* demanded, the difficulty of 
‘excluding municipal markets from hiunicipal trading 
becomes apparent.’ ^ 

( 4 ) Baths. — Municipal bathing establishments • 
afford another instance of the gradation from what 
certainly is not trading to what certainly is. Free 
public baths, in tlie first instance mere open bathing 
places, have, been established for^ several centuries in 
Germany; but, a^ in the case of markets, it* can 
hardly be said that much progress wai! made in 
the movement in favoiu* of municipal bathing . 
establishment^ before the year 1850 . In 1846 the 
English Baths and Wash-Houses Act was passed 
to facilitate the establishment of public baths .and ' 
laundries, ahd several towns soon took advantage of 
^its provisions. Municipal bat];is are now commonly 
found in England, the United States, and Germany, 
and are met with somewhat less frequently in France, 
though Paris is ahead of London in having opened 
school baths in a number bf instances. In several 
English towns public wash-houses have, mpreover, 
been provided, where family washing may be done. 
Glasgow has also established “a general laundry 
“ business, di%,wing its patronage from all classes of 
“ society,” ^ whilst I^astings has demanded the right 
to own and let out bathing machines.^ The town 

^ Report from the Joint Committee of Lords and Commons on 
Municipal Trading, '1900, Q. 360. In future referred to^as M.T.R. The 
r^^^ncU given in this volume are frequently «given merely to facilitate 
further enqiuries on the part of any r^er ; and opinions both for and 
the views advocated in the text are thug referred to. 

* Municipal Government in (Ireat Britain,” Shaw, p. 110. 

* M.T.5., Q. MS. * 
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of Harrogate, following the example of several 
Continental cities, owns and manages a lai^ medical 
bathing establishment, and, having acquired the 
power to provii^ entertainments, possesses a firsts 
^dass band, the object being to attract visitors. . 

( 5 ) Harbours and Docks . — A few English Local 
Authorities have dealt with harbours for over tljree 
hundred years ; but, probably because these works 
were «ti)jtiated Arhen ftiunicipal bodies were less 
powerful than tliey are at present, we now frequently 
^d them under tlte management of special. Boards 
or ^Trusts. On these Boards, besides the repre- 
sentatives •of the local commercial interests, therq, 
are usually a number of* nominees of the munici- 
palities concerned, imd the harbours in their charge 
may often fairly be described as municipal enter- 
prises. The bulk of the capital expenditure on such 
undertakings, a^ for instance, that incurred *hi 
the deepening of rivers, produces no profit to the; 
managing body, involves no risk, and has not, 
therefore, the characteristics of a trade inves’tment. 
For ^his reason, or because the proi|t, if any be 
made, accrues to a T^st and not to a Lobal 
Authority, we find that in 1898 there were local 
debts to the amount ^f over £ 37 , 000,000 for 
harbours, piers, docks, and embankments, a large 
proportion of which sum was not included in the 
English Lo(!al Government Relaims of Reproductive 
Undertakings. A'mongstlhese local debts is included 
the sum of £ 5 , 000,000 contributed Ijy the city of 
Manchester* to thp Manchester , Ship Canal •Com- 
pany. Thtf Corporation, no doubt, hope 'that the 
general prosperity* of the .city will be furthered 
by, this great .undertaking; *but, whateyer the 
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object of the loan, the consequoice is that the 
ratepayers of Manchester, whether they individually 
wish it or not, must share to a certain extent in 
;the fortvmes of a commercial company. 

. Municipal docks and harbours exist in the United 
States, Germany, and Holland ; but in other countries 
the^e undertakings are more frequently managed by 
the Central Governments. 

(6) Piers, Quays, and FerHes . — , capital 

expenditure of over £4,000,000 is shown in a recent 
Local Government Return of Rsproductiva Under- 
takings under the heading of “Piers, Quays, ?tc,” 
jbl sum probably included in the above-mentioned 
^ebts incurred for harbohrs, etc. Expenditure on 
remunerative* ferries is also included under this 
heading, the Birkenhead Corporation making a net 
profit of over £10,000 * a year from this source. 
The Return does not comprise works undertaken 
.by the London Codnty Council; but, even if it 
had done so, the expenditure on the Woolwich 
ferry would probably not have been included, no 
pajmient bei|>g demanded from the public fdi* its 
uSb. Working a ferry fqi* a profit is certainly 
a trading enterprise ; whereas any expenditure 
of money on running a ^ee ferry, which may be 
defended on the ground of its analogy to the ex- 
penditure on*building a free bridge, is certainly not 
a commercial venture. * 

(7) Water Supply . — In medieval times many 
towns controlled the primitive water supplies then 
e^yjsting; and several Mimicipal porporations claim 
to have \mdertaken this duty at a verjP early date. 
Southampton leased its water suf^ly ^m a 
mqnastejry in 1440;* and even in thie United States 
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we find that the public supply of water at Boston 
’ dates ba(^ as far as 1652. But these fiicts me of 
interest to the antiquary rather than to the student 
of Municipal Trade ; for the total number of water- 
works in the hands of municipalities before tUlp 
* middle of the nineteenth century was in fact Very 
small. Before that time a large number ot private 
water companies existed, one of the oldest being 
the ^ew River Ponqmny, which took over the 
then existing arrangements from the London Muni- 
cipal Authorities in the reign of James I., and greatly 
eidarg^the suppfies. Many of these *priv&te works^ 
have now been bought up by Tjocal Authorities, 
the practice of acquiring compulsorily both gas arfd 
water-works under Parliamentary ^wers without 
the consent of the companies concerned havmg 
increased to an “ enormous extent” during the 
last quarter of the nineteenth century.' ^ 

(8) As witli all other .movements connected 
with Municipal I'rade, the large towns have led the 
way in England in the municipalisation of water 
supplies. In 1880 the Corporation of Sheffield 
took over the management of tlfe water-wprks. 
Manchester acquired *the property of a private 
company in 1847; and 1^79 the Corporation, 
of that city bought Thirlmere, 95 miles distant, 
in order to m^t the increasing demands for water. 
Glasgow followed much the same course, buying 
up a private company amder Parliamentary powers 
acquired in 1855, and in 1860 enlarging its supplies 
by brin^g water from Loch K&trine, 84 miles 
distant. •Birmingham municipalised its wat» supply 
in 1874, wd is now busily engaged in complying 
, . . « M.T.8., Q.«3. 
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its great Elan River scheme; whilst the Liverpoof 
CiMporatioQ completed the connection with l^e 
Vymwy, 68 miles distant, in 1892. Lastly, the 
various private water companies serving a wide 
area in and around London are aboht to be bought 
up ■and placed imder a Joint Board, on which many ‘ 
local governing bodies are to be represented; and 
now* only 6 out of the 29 towns in Great Britain 
wilh populations of over 100,000 receive their water 
supplies from companies. The smaller Corpdrations, 
generally speaking, came somewhat later into the 
field, and have been less active “in this direction ; ’ 

‘ only 226 out of 519 Municipal Boroughi^ in GrSat 
Rritain having acquired t^e management of their 
water supplies by 1890.* 

(9) The su|>ply of water is now by far the most 
important of the Municipal Reproductive Under- 
takings, the .total capital provided in England and 
Wales in 1902 being, about £57,000,000 out of a 
total of over £120,000,000 for all such undertakings.^ 
To show how recent has been the development of 
this class of municipal enterprise it may be remasked 
that about £15,000,000 out of the total capital pro- 
vided of somewhat over £4^,000,000 was borrowed 
during the five years ending in 1899.® 

(10) In the matter of water supply, cities in the 
United States .and Germany have followed much 
the same course as English municipalities.. In 1885 
Philadelphia was the only iunportant American city 
with a municipal water supply; whilst in 1890, 
of the cities with a population of over 80,000, 94 
had«>millniqipal water- works as against. 85 with 

» M.T.R., Q. 12. 

* * L.O.B., Return N|a 398 for 1902. • 

» M.T.A, Q.<©38. . 
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private Works, the smaller cities having a somewhat 
larger proportion of private works. All German 
lities, with a few unimportant exceptions, now own 
and operate their water- works ; whilst in the Latin 
countries private supplies are more numerous. 

(11) Many mimicipalities make a loss on Cheir 
water - works, evidently regarding profit as a 
secondary consideration ; in England, householders 
are generally charged according to the value of the 
house *to which the supply is taken, and hot 
according to the amount of water supplied; and in 
‘some French towns the cost of supplying water is, 
defrayed d>y a tax and not by a water rate. All 
these circumstances make the supply of water by 'a 
municipality unlike an .ordinary tra(Jp. But when, 
as at Glasgow, hydraulic power works are added as 
an^ adjunct to the water-: works for the purpose of 
supplying water under high pressure Us a mojtive 
power for lifts and other macliinery, we are dealing 
with an enterprise which has all the characteristics 
of a trade.' 

j^2) Gas . — The use of gas as an illuminant was 
introduced about the year 1800; anJ for the first 
half of the nineteenth century the supply was almost 
exclusively in the hands ^f private companies. This 
industry necessitates the laying of pipes under the 
streets; and the right to do sueh work either was 
granted to a company by the Local Authority under 
a general Act o£ Parliament, or was acquired by a 
company by a Private Act aiiecting that company 
only. BuJ: as the desire for muniapal enterprise 
increased, ,more 'and more of these private "gas 
companies sold th^ir rights and properties voluntarily 

•M.T.E.,Q. 2738. 
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or involuntarityto Municipal CoiponitiaDS, who there- 
upon undertook the mana^ment of these works. 
The number of English private gas-works is, however, 
even now nearly double the number of the municipal 
gas-works, and such important places as London, 
Livopool, Sheffield, Bristol, and Hull still leave their ‘ 
gas supplies in private hands. 

c(i8) Certain general Acts of Parliament confer 
on all Local Authorities the<rigbt to establisl^ gas- 
works, and to supply gas within their own districts, 
provided such supplies do not compete with private 
c gas-works trading under Private Acts of Parliament. ‘ 
But, as a ffict, few undertakings have beek initiated 
in this way by Local Authorities, nearly all the 
existing municipal gas-works having been first built 
by private traders, and subsequently transferred to 
public hands. Manchester is an exception to this 
ru}^ ; for in 1824 the local Police Commissioners set 
in operation the first- publicly, managed gas-works ; 
works which were transferred to the Manchester 
Corporation by Act of Parliament in 1848. The 
growth of municipal enterprise may, perhaps, be»best 
illustrated by reference to Local Government Board 
Returns from which it appears that the num^^ers of 
- Municipal Corporations which commenced managing 
gas undertakings during the following periods were 
as follows : — * 


3 

. 

•* 


1820S39 

5 

. 


0 

. . 1840-49 

11 

• 


• 

1850-59 

14 



• 

1860-69 

38 

12^^ 




. , 1870-79 

. 



1880-89 

12 

. 



1890-99 


The idling off in jhumbeis in the Jiast two dec^es; 
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here given is not, I think, to be accounted for by any 
diminu tion of the desire felt by Municipal Authorities 
to undertake the management of such enterprises, 
but rather to }he fact that the gas-works had Ixym 
municipalised before 1880 in most of the towns ^hdire 
the desire for municipal management was keenly felt. 

(14) As regards foreign countries, we that 
in Germany a larger proportion of gas-works* are 
maiMged by municipalities than in England, the 
governments of 51 out of the 54 cities of over 
50,000 inhabitantis having undertaken thi% business. 
Ip the United States there are only 14 cities with 
municipal gas-works as compared with 951 private 
plants. In France the gas supply has also been 
largely left in private* hands ; the terms on which 
the companies have been allowed to trade having, 
however, received the most careful attention. 
Brussels is on^ of the few large towns in Belgium 
or France which have a municipal gas supply. , 

(15) English municipalities managing gas-works 
have, as a rule, the right to make and sell all residyal 
products, such as coke, breeze, 1»r, ammoniacal 
liquor, etc., and to s4^ or let out gas fittings* and 
meters, but not to manufacture them. This latter 
prohibition is a receftt introduction into Parlia- 
mentary practice, many Local Authorities having 
acquired the right to manufacture under special Acts 
passed in* earlier years, or in consequence of the 
transference t(f them * without restriction of the 
rights and powers of private gas cqpipanies. Local 
Authorities, it is said, have shown *‘a tendency to 

ask for*powers to manu&cture and sell gas fittings 
during the last few years. * 

• (16) Eleciric jKyArtngf.— T’his methqd of illu- 
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mination was first used for street lighting in 1880 in 
the United States, and by 1898 there were in that 
country 2578 private electric lighting plants as 
ccpipared with 468 plants managed by munici- 
palities. Even this contrast does not correctly 
indicate the excess of private over municipal 
enterprise ; for mimicipal works are, for the most 
part, only found in the small towns, and, in many 
cases, they only supply electricity for 'street lighf^jng. 
Electric industries have been, in fact, developed very 
rapidly ip the United States; and have reipained 
«vrery largely in private hands. Whether th^e 
ty|ro circumstances have any connection With each 
other will be considered at •a later stage. 

(17) “ On the continent Of Europe most public 
“ electric light plants in Teutonic countries are 
“ municipal. In Germany, however, there are 

“ number of important exceptions , to this rule.” 
Ilamburg owns its electric lighting works, but 
leases them out to a private contractor. “ In 
“ Ji^tince, Italy, and Belgium municipal electric 
“ plants are ali^ost unknown.” ^ • 

(18) Electrical industries^ have been far less 
progressive in England than in the United States. 
The first municipal electric lighting works were 
established at Bradford in 1889 ; and by 1900 there 
were 180 municipal works as compared with 68 
works in private hands, the municipal *being on 
the average larger than the private imdertakings, 
not smaller, a{«_ in the United States. Newcastle, 
Norwich^ and Preston are, I believe^ the only towns 
with more^ than 100,000 inhabitants which have 
no * municipal electrical « works. Although the 

Municipal Admiuis|ration,*' Fairlie, pi 287. # 
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Acts of Parliament under which municipalities 
acquire the necessary powers are called Electric 
Lighting Acts, yet there is nothing in them to 
prevent the electricity thus made from being used 
to supply motive power for machinery; and no 
doubt it will be thus largely used in future. 

(19) Not only are electrical works more frequently 
managed by Local Authorities in England than 
elsei^here, but* this branch of Municipal Trade is 
almost certain to increase largely in the fritiire. 
To nn^e this pqint clear, it is necessary to refer 
b^efly to the terms on which private companies) 
are allo\^ed to trade, a subject which will be dis- 
cussed at greater length in a subsequent chapter. 
When, for the purposes of their trade, private com- 
panies have to interfere with the streets, they acquire 
the necessary rights either by Private Acts of 
Parliament, or^by Provisional Orders ^ant^ under 
the provisions of G|.eneral Acts of Parliament, or 
by the direct consent of the Local Authorities 
concerned; and such rights, however granted, may 
be •conveniently included under tl^p one gener^ 
term of “ concession.”’ The concessions acquired 
by water and gas companies in England have 
hitherto been granted in*perpetuity ; but, in the case 
of electric and tramway companies, the concessions 
always contain provisions under whfch the Munici- 
palities cbncemed retain the right to purchase 
the undertakings at tlfe end of a specified period. 
This period of years may convenient be described 
as the concession period. Under the .Electric 
Lighting •Act olf 1882, the concession {>eriod was 
only tweijty-one years ;, and any company which 
commenced operations under that Act in^ 1885, for 
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example, would have found itself liable to be com- 
pelled to sell all its works and rights in 1906 to 
the Local Authority of the area supplied. Private 
enteiprise did not, however, flourish under this 
Act, and the concession period was increased to 
forty-two years by the Electric Lighting Act of 
1888. This change did not meet with the approval 
of the advocates of Municipal Trade, and when new 
concessions were being granted, Local Authopties 
desiring to undertake this branch of trade have 
since then constantly endeavoured to shorten this 
•concession period by various expedients. But, even 
if no success should attend these efforts, it is 
certain that, from the year 1930 onwards, a large 
number of n^pnicipalities will become possessed 
of the right of purchase of private electrical 
works on favourable terms, and thus of commeQp- 
ing.this branch of municipal trading. Municipal 
electrical works are certain to increase largely 
in number in the first half of the twentieth 
century unless a great change takes place in the 
popular views ^on this subject in England. • 
(<20) Tramways . — Tramways were first adopted 
for street traffic in 1852 in Ihe United Statei^ and 
this method of locomotion has been far more 
developed in America than elsewhere. The credit 
for the introduction in 1885 of the use of electricity 
as a motive power for .tramways can also be claimed 
by a city in that country; and .after 1890 the 
abolition of horse traction for tramways was rapidly 
effected^ almost everywhere in the Unit^ States. 
With the' exception of a line * over •Brookljm 
Bridge, about a mile in length, and of certain 
recently constructed% underground radways in 
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Boston and New York, all this has been the 

* wodc of private enterprise. 

(21) As r^ards progress in electric tnhnway 
devdopment, second in the list comes G^ermany, 
a country where, though the tracks are neturty 

* always owned by the municipalities, about 80 
per cent, of the systems are worked by private 
companies.' In 1900 there were 15,000 miles* of 
electee tramways in operation in the United States 
and ifdS miles in Germany; whilst in 1899 the 
mileage in Great Britain was only 21P; a^contrast 

'which IS instructive when it is remembered that* 
Great Britain leads the list, and that Germany 
comes second, when these countries are rangra 
in order according to the amount pf trade they 
have placed in municipal hands. By 1902 the 

•niijeage of electric tramways in Great Britain had 
increased to 870. * ,, 

(22) In the earlier English Private Acts of 
Parliament, passed in tlie years 1868 and 186^, 

. under which private companies obtained powers 
to open tramways, provisions were inserted retain- 
ing the right for the* municipalities concerned to 
purchase the undertakings under certain conditions. 
Thus the principle thal^ liocal Authorities might 
at all events own tramways was fully recognised by 
Parliament at a . very early date. The only general 
Tramway Act was passed in 1870, and still remains 
in force. Undes its provisions, municipalities are 
allowed to construct and ovon tramways, but it 
includes no permission for Local Authorities |o work 
them. A number of tramways were In conse- 
quence constructed by Loral Authorities and leased 

, ' ^Traction and Traaamimion,” Hon. R P.^orter, August IMS, p. 8S4. 
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out by them to private companies to be worked, 
a rent being paid into the municipal treasuries. 
Mere ownership did not, however, long satisfy the 
aspirations of English municipalities. In the year 
r8£[2 the Corporation of Huddersfield obtained a ^ 
Private Act, which enabled the Board of Trade 
to permit them to manage their tramway system, 
if they should find themselves unable to lease it 
to any private company at an ‘adequate rent; a 
permission which was soon granted. In 1892 
Parliamentary Standing Orders j^rere modified in 
• such a way as to permit Parliamentary Commit^s 
t^ insert similar provisions into any private Tram- 
way Bill; whilst at about the same time it was 
claimed that certain towns had been granted the 
power to work tramways by the earlier Private 
Acts, whether Parliament really intended to . do 
so. or not In these and other w^ys the barriers 
qgainst the municipal working, of tramways, which 
had some influence until 1892 , have been practically 
s]vept away, and need haidly be considered to 
exist any longer. 

( 28 ) Under the Act of ^) 870 , Local Authorities 
acquired the right to purchase the property of 
private tramway companies twenty-one years after 
the granting of a concession on “structural value” 
terms. Many tramways are now authorised under 
the Light [Always ‘Act of 1896 ; but in these 
cases also the right, of purchase is reserved to 
municipalities^ the concession period being, how- 
ever, not^ limited to twenty-one years ‘as in the 
Act of 1870, and the price is as a rule *to depend 
on* the market value as a going concern. At the 
terminatipn of these'^ conoession periods, nearly ^ , 



CHAP. I.] , TRAMWAYS 17 

these privatdy constructed tramways will, in all 
■ probability, be bought by Local Authorities, who 
will then lease them out for working to pnvate 
companies, or ^anage them themselves. As thg 
latter alternative is sure to be adopted in m^y 
"cases, this branch of Municipal Trade is likely to 
• increase largely in the near future. In 1902 there 
were 885 miles of tramways owned by the mufti- 
cipalities of theT United Kngdom out of a tot^ 
of 1488*miles. 

(24) Powers have been granted »by , various 
Pr^ate Acts in recent years to municipalities to 
run omnilfuses ; but thus far this permission h»| 

. been strictly Umited to the right to run them on 
certain specified routes in direct connection with 
existing municipal tramways. It may well be 
doubted whether this limitation will continue to 
be inserted in all future Acts dealing with municipal 
onmibuses. 

• , i 

(25) Municipal House-Building . — Comparatively 
little had been done in the way of actual building^ 
operations by municipalities in the United Kingdom 
before the year 1890, When the Housing of the 
Working Classes Act was passed. A Lodging- 
Houses Act was passed ia 1851, which gave con- 
siderable powers to municipalities; but it remained 
almost a dead .letter. Artizans' arid Labourers’ 
Dwellings Acts were passed iu 1868, 1875, 1879, 
and 1882, dealing with* the destruction of un- 
healthy buildings and other matters but these 
led to little reconstruction. The Housing of the 
Working Classes A*ct of 1885 was the first measure 
which turned the attentiop of public authorities 
W ^e demand fpr additiomd dv^Uings for working 
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men. Some action was, no doubt, taken under 
these earlier Acts. In 1858 the Corporation of 
Huddersfield erected a model lodging-house ; in 
1865, the City of London erected dwellings in 
b«mnection with an improvement scheme; other ^ 
important towns carried out improvement schemes, 
involving reconstruction, under various Private Acts. • 
Glasgow, between 1870 and 1879, erected several 
model lodging-houses; and in 1888 and subsequent 
years the same Corporation built a number of 
tenement lH>uses, the first erected being, merely 
designed as experimental models. It is only, fipw- 
^ver, since 1890 that municipal building (perations 
liave been at all extensively undertaken. In many • 
instances, the blocks owned and let out by Local 
Authorities contain shops. At the present time 
five English municipahties have regular 
Departments for the execution of various under- 
, takings, whilst others carry out constructional 
works without a separate department.* 

. (26) In order to give some indication of the 

extent to which these recent operations in Ehgland 
may fairly be classed under the head of Muni- 
cipal Trade, something must be said as <to the 
provisions of this Act* of 1890. It is divided 
into three j^arts. Part I. deals with unhealthy 
areas in towns. Part II. deals chiefly with 
separate unhealthy 'houses. Under the provisions 
of these two parts a Local Authority may, and in 
many cases must, buy up insanitary areas, de- 
molish J;he buildings on them, let oub the cleared 
land to private contractors under stated conditions 
as to file rebuilding tof dwellings thereon, and 
* 43ee Jmr, of the Royal Soc^^ June 1001, F. J. Sykes, o 


o 
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finally sell to private owners tlie dwellings thus 
erected. This may prove to be either a profitable 
or an improfitable transaction; but it can hardly 
be describe ask a trading operation. If, however, 
the Local Gkxvemment Board gives its “expsdfe 
“ approval,” Local Authorities may themselves 
undertake the rebuilding of the houses in any 
way they like-; and they may also, on like condi- 
ditionf!,, permanently retain in their own hands 
all dwellings erected by themselves or by private 
contractors on tljeir behalf. ‘ Here *the» trading 
element i| very apparent. In fact these two first ' 
parts force mimicipalities to clear unhealthy are^ 
and erect houses thereOn, but only enable them 
hy permission to act themselves as traders in 
the erection, maintenance, and letting of these 
-dwellings. 

(27) Part IJL of this Act is intended to en- 
able Local Authorities to build additional houses 
for the working classes on land previously not built 
on. Under it they are enabled to erect, fit, 
fumiSh, let, and manage dwelling aand lodging- 
houses without the consent of the Local Govern- 
ment •Board. Here there is no compulsion, and 
no question of unhealthy areas. Here, therefore, 
we have Municipal Trade pure and simple. A 
large part of the expenditure under* Parts I. and 
II. of this Act must always be for the clearing of 
unhealthy areas *and the destruction of unhealthy 
buildings. Bearing this in mind, the following 
figures, stated in round numbers, are interesting 
as showing, it may be hoped, that the worst slums 
have been cleared; and also, whether a matter for 
•COBgratulation or no^ tha| the trend of public 
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trillion is setting strongly in the direction of 
Municipal Trade. 

Loans Sanction bt the Locab Gtotebnuent Boabd. 

Under Parts I. and II. Under Part III. 

1892-95 £425,000 . £46,000 

1896-99 223,000 . 411,000 

‘ (28) Outside the United Kingdom compara- 
tively little has been attempted in t^e^ way 
of municipal house-building. Municipal lodging- 
houses, •thoil’gh apparently not fin any extensive 
‘ scale, exist in Paris and Berlin. ^ *• 

f (29) Pawnshops and Insurance. — Although 
Municipal Trade has, on* the whole, been more 
developed in* England than elsewhere, yet there 
are a few enterprises which are more frequently 
managed by public officials abroad than witlwvar 
Public pawnshops are a municipal institution in 
more than forty of the chiefi provincial towns of 
France, and are commonly found in Germany 
and Belgium. Municipal savings banks are even 
more numerous in these countries. Municipal fire 
insurance is also a German institution, and has 
recently been adopted in Canada and Austrfdia.^ 

(80) Miscellaneous MrUhidpal Enterprises. — The 
foregoing are the principal enterprises, undertaken 
by municipalities, which could be classed as trades. 
English Local Authorities may also provide and 
maintain cemeteries and allotments of garden land; 
and, although, both may be a source of profit, neither 
would ^generally be regarded as rommercial under- 
takings. Various other enterprises of b more or 
less commercial chwactar are managed by a few 

< " Leetuni on the PrincipleB of Local QoTernmAit,” Oomme, p. 16 ?, « 

• • • 
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, municipalities, the necessary powers having, in some 
instances, been acquired in somewhat abnormal, wa 3 rs. 
The residuum from dust destructors, with other 
materials added^ is occasionally made by munici- 

• palities into mortar or paving stones, which ^cfe 
sold to the public; the object being to lessen 
the cost of getting rid of rubbish.' The Corpcn»- 
tion of Glasgow possesses stone quarries, and 
buildsb ^am cars.* Power has been granted .to 
certain large municipalities to issue promissory 
notes, the object .being to enable th&m io raise 
comparatively small sums in this way. This, 
however, should be described as a financial e^ 
pedient rather than a 'trading operation.^ Milk 
is distributed by one or two Loc£^ Authorities, 
the intention being to increase the use of steri- 
itSed milk and thus lessen disease.^ Certain muni- 
cipalities are aUowed to spend definite sums*4n 
providing free band» in parks, which is certainly 
not a commercial venture. But when powers are 
taken to erect buildings for entertainments, to 
charge entrance money, and out df the profits 
to pay for bands, tho trading element becomes 
appardht.^ Brighton, Doncaster, and Pontefract 
own racecourses; Brightdh and Southborough own 
theatres ; and Bournemouth owns^ golf links.^ 
The power^ to manufacture electricfJ fittings has 
been obtained by ShefS^eld; though the tendency 
of Parliament is* to re&se to grant such rights.^ 
The most important municipal enterprise which 
has been * commenced in recent years^ “is the 

‘ Qs. 3180 and 4168. * Times, SOth September 1908. 

' Qs. 1058 and 3964. « « M.T.B., Q. 3803. * 

‘ iWa., Qa 363, 647. 1016, and 193?. •««*., Q. 366. 

• * ^ ^ Ibid.,J^ 434 and 8991. • 
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establishment of telephone services. Glasgow an«i 
Tunbridge Wells established telephone systems in 
1901, and five other Corporations had by 1900 
obtained the necessary licences ^rom the Post 
Office. Tunbridge Wells has, however, recently , 
abandoned this undertaking. 

^ {81) Recent Demands. — Certain demands recently 
made by municipalities, even though they have 
nqt been granted, are worth noting as ii^lk^ting 
the growth of the sentiment in favour of municipal 
enterprise. ‘The following powers have been in- 
cluded in bills or draft Provisional O^^ers, sub-, 
fnitted either to Parliament or to the Government 
departments concerned: — To buy land and make 
a cycle tr^k thereon ; to construct d 3 mamo 
electric machines, other electric apparatus, and 
steam-engii^es ; to provide apparatus for games; 
and to charge for the use thereoi^ to run onmi- 
Jbuses in connection with tramways; to establish 
a river steamboat service ; to provide bathing- 
machines ; to advertise the facilities and 
advantages the district for trading * and 
commercial purposes ; to • supply sea- water ; to 
establish Fire and Accident Insurance Funds ; 
to construct bazaars, * aquaria, concert-rooms, 
kiosks, saloons, shops, winter-gardens, etc.; to 
erect, maintain, furnish, and equip common 
lodging-houses; to 'manufiicture electric fittings; 
to acquire patent rights. These, 'and the manage- 
ment of public-houses, are some of the enterprises 
necessaisly involving some risk to the* ratepayers, 
which Local Authorities have recently*’ wished to 
undertake.'^ « 

t 

• _ * M.T.B.,49^ 6lf. , • . 
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(82) MunicipcA Revenues . — In England the 
' incomes of Ixx^ Authorities are derived partly 


from rates and partly from other sources. ' The 
way in which, the rates have increased during; 
, the nineteenth century may be seen from tj^ 
following figures, which give in round numbers 
the sums received in England and Wales during 


the years named from this sorurce of revenue: — • 


« J 803 
1827 
1851 

. '1868 
18|8 


£ 5 , 348,000 

9 , 544,000 

8 ,^ 16,000 

16 , 800,000 

37 , 606,000 


The total aggregates revenue, including thefe 
rates, received by these Local Authojities in 1898, 
the last year ^ven in this list, was £69,144,000; 
ihe^ balance being made up by Treasury sub- 
ventions, fines, income from invested property, 
sales of pro^rty, ^ and profits from municipal 
trading enterprises, the latter sum being returned 
at about £11,760,000. Thus the increase in local 
taxation has been extremely rapid si^ce the middle 
of the century, far more rapid than the increase 
in th^ population. But the facts as above stated 
merely p’* *'e that LocaL Authorities have become 
far more active in recent years, and have shown 
themselves more and more ready to undertake 
new responsibilities. Taken, by itself, the fore- 
going statement gives no indication whatever 
as to whether rates would on the average have 
been higher or lower had no municipal trading 
enterprises been \mdertaken. ^ 

(88) The finandal e£^ of these remunerative 
i^dertakings .becomes, .however, very apparent 
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when we study the statistics of municipal in- 
debtedness. The amount of the debts incurred 
by English and Welsh Local Authorities at the 
following dates was approximately §s follows: — 

1867-68 . . £60,000,000 

1874-75 . 93,000,000 

1899-1900 . . . 294,000,000 

' Between the years 1874-75 and^ 1898-99, whilst 
the national debt was reduced- by £l41j0fll0,000 
the local debt in England and Wales only was 
increase^ by* £185,000,000;' and^ “while the total, 
• “ increase in the rateable value of the country lin 
“ the last twenty-five years has been less than 80 
“ per cent., its local debt lias trebled.” Until we 
can define exactly what a municipal trade is, we 
cannot say how much of this increase of indebted- 
ness has been due to municipal trading. Butr 
without resorting to definitions, it^may be stated 
that the total amount of the outstanding loans 
of the same Local Authorities for markets, 
s}aughter-houses, cemeteries, harbours, piers, quays, 
water-works, gas-works, eleetric lighting, and &am- 
ways was as follows: — • 

1885 . . . £81,234,000 

1898 . . • . 116,006,000 

This is an increase of 42 per cent, in 18 years.* 
There is, of course, an^ increase in the assets belong- 
ing to Local Authorities* corresponding to this 
increase in the debts incurred by them for these 
remunerative undertakings; for the mooey raised 

* JouT. of the Royal State, Soe^ Sept. 1900. Sir H. tt Fowler, pp. 
383^6 ; Beport on Select Committee on Repayment of Loans, 1902, 
p. MS; TVm^SSthAiigaatlQOS. * 

* M.T.E.,,Q8. 96S, 963. , ‘ ^ * «■ . 
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has been mainly expended in the purchase of land 
fttiil in the erection of valuable plant. It has also 
to be noted that all these debts are being paid oflF 
year by year by sinking funds. But it can hardly 
^be denied that the increase of local indebtedness 
has not only been startlingly rapid, but that it 
’ has been progressing at an accelerating ratio. 

(84) With regard to the financial condition *of 
municipalities ih • other countries, the following 
table 's* interesting. It confirms the view already 
expressed that in no important ooun^ has 
'm^jflicipal enterprise been so progressive as it has • 
been in lliiigland.^ 


Statistics of Mcnicipal Debts* 


Country. 

Year 

I>obt pn' Capita, 

England and Wales 

. 1898 . 

.^£8 8 0 

United States ^ . 

. 1890 . 

2 9 0 

France 

. 1899 . 

3 14 0 

Italy 

*. 1889 . 

1 9 0 

Belgium 

. 1880 . 

4 4 0 


Germany probably holds about the same 
“ relative position as tljp United States.” 

(85) To summarise the foregoing sketch, we 
see that markets, bathi^ harbours, and water- 
works have been managed for many years by 
local bodies. Municipal gas-works ekisted, though 
not in great numbers, before the year 1875. 
Ten years later* came municipal electric lighting 
works and municipal tramways; and last in the 
list of important enterprises came municip^. house- 
building, which has been undertaken by several 
municipalities on a considerable scale during the 

9 ^ ^ **Munitipal Administfatjpn,’’ Fairlie, p. 331. . 
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last fiftem years or so. Contemp<xraneously mth 
this increase during the last half of the nine- ' 
teenth century in the number of different kinds 
of industries commonly municipa|,ised, the actucd 
n^miher of munidpcd works of all the different 
kinds continually increased also. This progressive 
municipal spirit has also shown itself recently in 
thte desire expressed by many Local Authorities 
to undertake various competitive industries, a 
desire which has not generally met *\i^th a 
fiivourable ^reception in Parliament. Thus not 
only is this municipal movement in reality a 
very recent one, but we can, moreover, Wm little 
irom the experience of .other countries ; for no- , 
where else h^ Municipal Trade been so extensively 
developed as in England. 

(86) A trade may perhaps be described ^ an 
enj^erprise hndertaken for the sake of making a 
profit, and necessarily involvinj^ some risk of loss to 
*the proprietors. As to the undertakings commonly 
managed by municipalities, which have been dis- 
cussed in t])e chronological order of them first 
adoption as municipal enterprises, it will be observed 
that, in those more recently taken in haivl, the 
characteristics of a trade more clearly discernible. 
At the beghuiing of the nineteenth century it was 
in fact actually ill^al for a Corporation to make a 
profit as a trader whereas at the present time 
municipalities are becoming more and more desirous 
either of making a profit in this way, or of managing 
industQ^ concerns with some other public object 
in view. They are showing less and less unwilling- 
ness to &ce the risks involved in trading mterprises, 
and the rapid increase of local indejjtedness appears 
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thus &r to have placed no check on their aspirations. 

' Unless it can be demonstrated that this is a move- 
ment in the right direction, these facts must afford 
grounds for gr%ve apprehension. The Imssez-faire 

^ theory of Government received a severe blow when 
the regulation of railwa3rs and factories by the State 
was undertaken and was found to have bendicial 
effects; and less and less attention has been paid 
in recent years to the arguments .in its favour. 

It is^Iiigh time to consider the whole question 
anew, and to decide whether our towns should be 
enpOuraged to press further forward in their" present , 
path of pA)gress, or whether the pendulum has not 
already swung somewhat too far in this reactioh 
against individualism. Such an enquiry would 
open out a wide field for debate, and all that will 
here^ be attempted will be to ascertain when it 
would be wise and when it would not *be wise for 
municipalities \o manage enterprises with any 
affinity to trades, whatever might be their objects 
in so doing. 
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* MUNICIPAL TRADE AND SOCIALISM 

(1) SociAiJSM and the desire for Municipal' Trade 
are undoubtedly products of the same great political 
and social forces ; the result, that is, of the increased 
power of the mass of the people, and of^ the great 
Extension of the facilities for intercommunication 
of all kinds. ^ Socialistic politicians are always keen 
advocates of Municipal Trade, and are naturally 
prepared to go to any length in this direction.* Some 
hope, as regards all trades, to be able to organise 
them “on a public basis, one brancn after another, 

transforming them into collective capital and 
“ socialised labour.” * Others desire mimicipal enter- 
prise more og account of its indirect effects^ By 
paying municipal workmen better than their fellows 
in private employment, they hope to spre^ the 
belief — a belief they thejnselves probably honestly 
hold — ^that better conditions necessarily accompany 
State employinent. It being further their intention 
to obtain, if possible,, the control of the<- administra- 
tion of our great cities, they not unreasonably argue 
that the greater the numter of voters in the .pay 
of the captured municipalities, the greater will be 
their chances of success in any struggle in fsivour 

^ For examples of the lengths to which some towns are prepared to go, 
see Journal da# Eamomutes^ lli Juilm 1901, “ Le Municipalism,” H. Bouet. 

* QuinfeMBenee of Socialism,”^. F. Schaffle, *1889, p. 48. a 

Me. • * • 
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of a ikK>re advanced socialistic system. Thus the 
advocates of Municipal Trade undoubtedly find 
themselves to this extent in alliance with socialistic 
politicians of an •extreme type. 

Q (2) This volume is not, however, addressed to 
socialists. If an attempt were to be made to prove 
' to the extremists that their views are erroneous, 
it would be necessary to discuss the whole subj^ 
of S^ialism from its foundations. Socialists 
demand reforms on the ground of right rather 
than on the ground of expediency; and tq, prove 
that' the n^nicipalisation of any particular industry, 
taken as a measure by itself, would be inexpedient^ 

■ would not shake their ’faith in Socialism as a’ 
whole. The two movements, moreover, differ 
widely enough to make it possible to discuss the 
one .without considering the other. Advanced 
socialists deny ,the right of individuals to' holi^ 

. private property of any kind, and the impossibility 
of effecting the reforms they desire by constitutional ' 
means is by many of them hardly denied. On the 
other *hand, the advocates of Municipal Trade may 
, be strong upholders of Jhe right of holding private 
properly ; they may be sound constitutionalists ; 
and . they may only desiie to see a trade muni- 
cipalised owing to their conviction that this step 
would be beneficial to the commuhity at large. 
It is, I believe, to citizens holding these opinions 
that the municipal movement in England at present 
owes its chief strength. No doubt, the Social 
Democratic* Federation, the Independent .Xabour 
Party, and the Fabian Society are engaged in 
an active propaganda of tMunicipal. Tn^e as 'a 
^tapping stone to more extreme measures.. These 
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assodatdcms have certainly acquired great influence 
in some localities, and it would be very unwise 
to attempt to foretell the future of Socialism 
in England.' But for the immsdiate fliture it 
appears to me that the decision on all questions : 
affecting Municipal Ti^e in the great majority of 
localities in England still rests with men of more 
moderate opinions. In any case, it is to citizens 
who are willing to regard municipal questions 
without fixed ide^ on socialistic rights that the 
arguments here used are addressed. 

(8) It is, however, necessary to ej^unine " t^ne 
question connected with this subject. Probably 
me sentiment which tells most strongly in favour 
of Municipal Trade in the minds of English work- 
ing men is the belief that municipal employees 
receive better treatment than similar employees 
hi. private trade. It is, I believe, easy to prove 
that municipal workmen do, on the average, receive 
“a higher rate of pay for a given amount of work; 
and the question here to be considered is whether 
this fact dees or does not afford a legitimate 
reason in favour of Munici^ Trade.^ 

(4) Municipalities undertaking trading operations 
must get their work done either by the direct 
employment of labour, or by employing contractors. 
Ta^g the latter alternative first, it is to be noted 
that many municipalities, the London County 
Council included, always insert a “ fair wages ” clause 
in their contracts, thus obliging contractors to 
undertake to pay their workmen eithar the wages 
**genarally acc^ted as fair in the trade" or the 

t 

1 Socialism in West Ham^ for ez^ple. See Times^ 16tli September 1902. 

' See c^ptp. vi., par. 20, * ^ 
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"tzade union rate of wages.” This is the <Mjly way 
in which a workman, paid by a private contractor, 
will be affected by the fact ^at the work is being 
done for a muJiicipality ; and the beneficial result 
•to him is held to be one of the advantages of the 


work being in the hands of a Municipality, or one 
' of the merits of Municipal Trade. It can hardly 
be doubted that the pendties necessary to enforce 
the payment of “fair wages,” and the necessary 
right of inspection of contractors books, has a 
tendency to make contractors raise their lenders, 
and* to p^vent some firms from tendering; and 
this in turn must inevitably raise the averag^ 
• price paid for the work •done. But there may be 


some doubt as to how much of this increase of 


cost finds its way into the workmen’s pockets. 
In oases where this clause has no effect at all on 
wages, it is obvjous that it cannot be a^lvantageoys 
even to the workman. But undoubtedly in some 
cases, few or many, it has an effect; or, in other* 
words, contractors are sometimes induced to pay 
a higher rate of wages than the}* would pay 
if no such clause weje inserted. The question 
then ^is whether it is, on the whole, advan- 
tageous that workmen should have their wages 
thus artificially raised when the work they are 
employed on is to be paid for by fhe public. Is 
it possible to suggest any argument with refeienee 
to the insertion of fair *wages clauses which would 
not apply with equal force to all contracts, whoever 
4 might be the paymaster for the work done ? Why 
should a workman who is building a tramway car for 
a contractor receive a higher rate of wages because 
^the car he is building ^^evmtually be ran on a 
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municipal tramway and not on a tramway owned 
by a private company? If an artificial increase 
of wages is right in the one case, it is right in the 
pther. The true question at issua has no relation 
to the advantages or disadvantages of Municipal o 
Trade; for that which ought to be decided is 
whether it would be wise for the State to insist ' 
od fiur wages clauses being inserted in all contracts. 
My own view most decidedly is that it woidd not 
be wise, because amongst other results it ‘ would 
give ’!l^des Unions an undesirable influence over 
all traders, public and private. If, however, *1^is 
view is erroneous, and fair wages clauses ought to 
be inserted in contracts for public works, the reform • 
to be aimed at is the enactment by Parliament 
that fair wages clauses should be inserted in all 
contracts; an enactment which, if passed, \^ould 
@ve to workmen on private undertakings the same 
advantages as men working pnder contractors for 
public bodies, and would thus destroy this alleged 
advantage of mimicipal over private trade. 

(5) With* regard to the direct employment of 
labour by municipalities, t^^iro distinct advantages 
arising fi^m it are claimed as arguments in favour 
of Municipal Trade. In ^he first place, it is claimed 
that workmen get better terms, and work under better 
conditions, whbn employed directly on municipal 
works than they would do if they were in private 
employment ; and that a large class is thus benefited 
by Municipal Trade. Municipal workmen when 
directly, employed on public works do, *1 have no 
doubt, get better pay on the average for the amount 
ofi work done than woiikmen in private employ- 
ment, even when the conditions are exactly similv 
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that is, for example, comparing the employees in 
‘ municipal gas - works with similar employe^ in 
private gas-works. The lot of the directly employed 
municipal workilian is, moreover, probably often in 
^other respects preferable to that of the workman 
employed at the same work by a contractor ; 
.because, taking sewage-works as an example, wh^n 
the work is being done by a municipality direct, 
the municipal foreman of works will be less likely 
than ?be contractor to “sweat” his men, or to 
get out of them an unduly heavy dajTs work for 
their* day’i^wage. The second advantage claimed 
for Municipal Trade is that workmen in private^ 
employment will be beneficially affected by the 
good example which municipalities, 1^ becoming 
managers of industrial concerns, will be enabled to 
set tp private employers in respect of^the hours 
of labour, the r^tes of wages, and the conditions 
of employment. Thus Municipal Trade, so it is , 
urged, will result in benefits being experienced by 
all workmen employed directly by Local Authorities,, 
and itVill also indirectly benefit other fvorkmen on 
account of the good example set to private employers 
of labour. 

(6) With regard to both these claims, it is 
necessary to draw a distinction between reforms 
which will affect the price of the commodity pro- 
duced, or the cost of the work done, and reforms 
which will have no such effect. Taking the latter 
alternative first, the opportunities for municipalities, 
when employing men directly, either to take pre- 
cautions or to adopt regulations unusual in private 
trade which would beneficially aff^ their employees 
^fjjput involvings material expenditure are, I suspect, 
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nurdy to be met with. In times gone by many things 
might have been done voluntarily by employers, such, 
for example, as the use of safety-lamps in mines, 
,which would at little or no cost Ifave lessened the 
danger attendant on certain industries; and cases^ 
probably still exists where inexpensive beneficial action 
is possible. But with regard to all matters con-- 
nected with health, morals, and safety, and as regards 
many matters connected with mete convenience, if 
the beneficial effect of any refonn can b<f clearly 
demonstrated, and if it does not involve any capital 
outlay or increased cost of production, .why siiguld 
not Parliament enforce its adoption by all employers, 
public or private? A reform can be introduced by. 
legislation ^th far more certainty than by the 
mere voluntary action or example of separate 
muiiicipalities. If all the reforms which ought 
jb any cjuse to be compulsorily enforced on all 
employers are left out of consideration, there 
remains, in fact, but a very limited field in which 
^ it is possible for mimicipalities to benefit their 
employees, < or to set a good example to other 
employers, without addiijg to the cost of the 
work done; and, even if, as is probably. Local 
Authorities are more i;eady than private employers 
to concern themselves with the welfare of their 
employees, but a very feeble argument can be 
founded on these considerations ili favour of 
Municipal Trade. * 

(7) The foregoing argument is not, however, 
applicable to the many ways in which a workman 
can be benefited by methods involvingaan increased 
expenditure on the pact of his paymaster; such as 
higher wages, shoiter hours, lighter work,- or b^jtt^ 
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workshops. Some advocates oi Municipal Trade 
claim the better treatment of municipal employees 
as a merit of the system they are upholthng, 
whilst at the «ame time they attempt to proise 
that municipal enterprise is no more costly than 
private trade. But, as regards the matters now 
under consideration, does it not follow that, if ^ne 
of these contentions is true, the other must be 
erroneous? If* municipalities pay their men no 
better' than private employers, how can mvmici- 
palities set a good example to privaISs enjployers • 
■ii\ this’ r^pect ’ *On the other hand, if the pay • 
of the municipal workman is higher than the pa^ 
of the private workman, must not the cost of 
production be higher in municipal enterprise than 
in private enterprise? Attempts have no doubt 
been made in one or two ways to escape from the 
homis of this dilemma; but, as we shall see, th^y 
all fail more or less completely. 

(8) In the first place, as regards the direct 
emplo 3 rment of labour by a municipality in placp 
of getting the work done by private contract, it is 
claimed that the profit^ of the contractor are thus 
saved,* and that, consequently, no increase of total 
cost need be involved by the payment to the 
municipal employees of a higher rate of wages than 
that received by the workmen employed by the 
contractor. * It can, however, hardly 1^ doubted that 
the contractor, being ^rsonally interested, is, as 
a rule, more successful than the municipal foreman 
of works in making workmen do a good day’s work, 
and that, fer this and for other reasons which will 
be discussed in the chapte];on ** Management,” the 
cqgt of the work is as a rtile considerably increased 
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by the direct employment of labour, evrai if no 
increase be made in the rate of wages. But even 
in the cases where the contractors’ profits could be 
saved with advantage, ought .they t« be, as it were, 
distributed amongst the municipal employees ? In , 
such works as underground sewers, where inspection 
is ^fficult, and where much must be left to the good 
faith of the employees, it is suggested that the 
employment of a contractor leads to bad work, and 
that the work would be better done by the dirfift em- 
ployment of workmen receiving higher pay. Where- 
ever it can be proved that this is tne case, ^e syStfm' 
yf direct employment by the municipahty should, 
as far as this consideration is concerned, certainly 
be adopted. «But, if so adopted, it would be adopted 
because it produced better work, and ixot because it 
resulted in a certain number of workmen receiving 
a, higher rate of pay. If, on the other hand, the 
quality of the work would ijot be proportionately 
increased by an increase of wages, and if other things 
remained the same, it is obvious that the direct 
employment \)f labour at the ordinary rate of Vages 
would result in a reduction ip the cost of production 
if the contractor’s profits can thus be saved. Taking 
the case of the construction of sewers by direct 
employment again as an example, the question at 
issue is whet^^r the fund raised should be only 
sufficient to enable the workmen to be' paid at the 
market rate of wages; or* whether the same fund 
should be raised as would be necessary if a con- 
tractor had to be paid, the workmen’s wages being, 
at the same time, raised above the market level, 
ahd the cost of construction increased up to the 
contracj; level Whe^di* it^is right thus to rqjse 
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the wage of the municipal employee has not yet 
been discussed ; but it certainly cannot be right to 
do so only in tj^ose cases where the employment of 
a contractor would add to the cost. An attempt 
' is here being made, in fact, to connect two con- 
siderations which should be kept quite separate. 
The Socialist may, no doubt, hold that it wobld 
be economical to place all production in the hands 
of the^direct employees of public bodies, and he may 
advocate Municipal Trade as a step jn the right 
.direction. But cannot believe that the credit 
of the intloduction of Municipal Trade is in any way 
due to the existing municipal workmen, or thiR 
there is any reason why they alone should benefit 
by the economies he believes to have*been already 
effected. Even the convinced Socialist can only 
defend the higher pay of municipal workmen on the 
ground that an*excellent object-lesson is thus given 
to all who are unconvinced. Thus the abolition o£ 
the contractor is very seldom economical ; and, 
when^it is so, it affords no real reason for payii^ 
municipal workmen above the private rate of wages. 

(9) Afuch the .sanfb answer may be made to 
the claim that municipalities can borrow money at 
a lower rate of interest than private traders, and 
that it is consequently possible for them to pay a 
higher rate .of wages and yet do the work at the 
same cost The financial questions connected with 
Municipal Trade will be examined in a subsequent 
chapter, when it will be seen, in the first place, 
that the main reason why municipalities can raise 
money more cheaply than private traders is because 
the conditions attached t^ the- loans are different 
kifthe two cas^, and,»in^th» second place, that the 
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economy claimed on this ground is very pioble- 
maticaL But, whether it is problematical or not, 
workmen’s wages should not depeml on such ex- 
tfaneous circumstances as the conditions attached 
to municipal loans. Even if it be possible to 
reduce the cost of production by raising money 
in (a particular manner, this in itself affords no 
reason for increasing the pay ofi the mimicipal 
employees. The one circumstance has Jt^pthing 
whatever tq do with the other. If the pay is 
increased, must it not make the work more ,ex- 
* pensive than if it were not so increased ? Ari&, 
if this is the case, can it be right thus to increase 
the pay? These are the questions which have to 
be considere<l. 

(10) It is, in the second place, denied that work 
would become more costly if wages were increased, 
it being asserted that the better tiie workman is 
treated, the more efficient as an agent of production 
does he become. Here there are two questions 
involved. It may be urged either that it is^^more 
economical to employ a smaller number of more 
highly paid men, or that 'it is more economical 
to pay all labour at a higher rate. The hrst of 
these alternatives, or thf employment of fewer but 
more highly skilled men, would have the immediate 
effect of reducing] the ordinary market rate of 
wages by adding to the number of the unemployed ; 
and even if in the end the net result would be 
beneficial to the community at large, a reduction in 
the numbers employed would in no circumstances be 
churned by Socialists as beii^ advantageous. As 
to increasing the wages* of all labour, it b absurd 
to suf^ose^that such an iiKasease would always *bc 
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accompanied bjr a proportionate increase of produc- 
tive power, whatever might be the level of existing 
wages. The effect of a change in the rate of pay- 
ment must vary ^dth every condition connected witl) 
• the employment. It is difficult to foretell the effect 
at any particular time, and in any particular trade, 
of an increase in the rate of wages ; and it is evgxi 
more difficult to foretell the effect on the cost of 
production of any general rise in wages. All we 
can d^ with regard to such questions is to rely 
on the opinions of those most capable* of judging. 
Ifki{ were|true that a general rise of wages at the 
present time would increase production, it would 
follow that private manufacturers would be benefited 
by making such an increase; for by so doing they 
would increase their profits. There are many strong 
inducements to make an employer treat his 
employees well. His natural good ^elings, Jiis 
desire to obtain the ];)est hands in the market, an<l 
his dread of labour troubles, all make him wish to* 
do so. It is certain, therefore, that employers are, 
rightfy or wrongly, convinced that an increase in 
productive power in piroportion to an increase in 
wageio would not be produced by thus bettering 
the condition of their worjpnen. And, in consider- 
ing whether the payment of municipal employees 
at a higher rate of wages than tha\ ruling in the 
market would or would not add to the cost of pro- 
duction, we must place the general opinion of 
private employers in the scales on one side, and, 
on the other, the opinions of certain social reformers 
advocating municipal enterprise with various objects, 
few of whom have had much experience in industrial 
^Watters. It may, in fa6t,^be confidently assumed 
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that the municipal workman cannot be treated in the 
matter of wages better than his fellow-workmen in 
private employment without, to a certain extent, 
^ding gratuitously to the cost of mimicipal 
trading. 

(11) Thus none of the foregoing methods of 
escape from this dilemma are open to the advocates 
or municipal enterprise. It is a mere truism to 
state that either they must admit that, as compared 
with the private labourer, the municipal labodi^r does 
receive more favourable treatment as regards wages, 
hours ‘of labour, or other matters inv|>lvmg* qx-' 
penditure, or they must abandon all the arguments 
^hich are founded on such, better treatment. Those 
who are honestly advocating Municipal Trade be- 
cause of the superior treatment of municipal work- 
men must adopt the former alternative, and ought to 
endeavoiu* tb prove that municipal labour is, on the 
average, more highly paid than private labour; an 
attempt in which they will, with little doubt, succeed. 
The question is whether this can be claimed as one 
oT the merits of Municipal Trade notwithstanding 
that, as we have seen, the qpst of production must 
in this manner be increased above what it i^vould 
be if the market conditjpns with regard to labour 
were adhered to. 

(12) Two Advantages, as we have seen, have 
been claimed as arising from high wages in municipal 
trades; the actual advantage to the workmen em- 
ployed directly or indirectly by municipalities, and 
the indirect advantage to workmen on private 
works on account of the example set. to their 
employers. As to the latjter contention, how much 
good can public bodies •do by setting a goq^ 
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example? Obviously, whatever else may be said, 

■ an example can only be actually useful in propor- 
tion to the extent to which it is followed.' In 
certain minor tnatters affecting the comfort of 
(Workmen, the action of Local Authorities might 
occasionally furnish a useftil lever to private em- 
ployees to enable them to induce their employ|jrs 
to adopt comparatively inexpensive reforms, and on 
this ground it may perhaps be possible to justify 
some A^idable expenditure which is calculated to 
benefit men in public employment. But Jh im^rtant 
matters* n|aterially* affecting expenditure, such as 
wages or hours of labour, the example of munici- 
palities produces no effect whatever. It is im- 
possible to believe that, in the fierce struggle 
between competing producers, wages are regulated 
on other than purely economic principles. Whilst 
heaitily agreeing that a bad example should not 
be set, we may, t^ierefore, conclude that any 
argument in favour of Municipal Trade, which is' 
based on the benefits to the workmen in private 
emplo5nnent arising from the example which can 
be set to their employers by municipalities, fails 
almost» wholly because that example in reality 
produces no appreciable effgpt. 

(18) As to the claim made in favour of 
Municipal Trade on the ground of the actual 
benefits felt both by municipal workmen and by 
contract workmen employed on municipal works 
under fair wages clauses, it is necessary to examine 
the effect •produced by their superior treatment 
somewhat more closely. Taking first the case of 
the construction by munusipalities of sewers or 
o^er unremunevative work^, it has been seen that. 
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if the avaeage market conditions of labour are not 
adhered to, the cost of the works will thus be in- 
crease, and it follows as an obvious consequence 
that the revenue raised to pay for ^ch works must 
also be increase to the same extent. The result « 
in such cases will be exactly the same as if the 
m(u:ket conditions he been adhere to, as if a 
special rate he been raised, and as if the proceeds 
of that rate he been distributed amongst the 
municipal workmen, thus making their lot^prefer- 
able t]} the* lot of men doing similar work under 
private employers. As rega^s municipal^remunem- 
tjve undertakings, the eflect of paying the workmen 
wages above the average market level will be either • 
the same as •that above described in the case of un- 
remunerative works — ^that is, the imposition of an 
additional burden on the ratepayer — or else the .price 
of. the gas or the other commodities produced must 
be increased in order to obtain the increased funds 
^required to pay the additional wages. In this latter 
^e, the result is exactly the same as if a tax were 
levied on tla; consumer of gas, for example, and 
as if the proceeds of that tax were distributed 
amongst workers in the municipal gas-works. * Thus 
to give exceptionally good terms to the employees 
on municipal works is equivalent to paying them 
the ordinary market remuneration and giving them 
in addition special grants^ out of the proceeds of 
taxation raised either from the ratepayers at large 
or from the consumers of the commodities made 
at the municipal works. * 

(14) The foregoing considerations will, in the 
opinion of most people* be sufficient to condemn 
the practice of paying *mumcipal 'workmen merp 
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.highly than similar workmen working under private 
employers. Working men all pay rates, either 
directly, or indire^y through their rents. Woridng 
men in enormou^ numbers travel on municipal* 
Hramways, and consume gas, water, and other 
products of Mimicipal Trade. However lij^t the 
burden may be, wliat possible excuse can these 
be for taxing ijrorkmen eitlier as ratepayers or 
consun^^, and thus reducing their available income 
to a certain level, in order to raise above that 
same, level .the avajjiable income of a comparatively 
snfkll number of workmen who are living in the 
same locality and doing the same class of work|^ 

' Why should the private Workman be damaged in 
the slightest degree in order to benefit the 
municipal workman? The wish to see the lot 


of the municipal workman improved, .which all 
of us must feek affords no justification whatever 
for such a proceeding.* 

(15) There are, moreover, other and somewhat 


less olprious reasons why municipal workmen should 
not be allowed to become a specially privileged 
class. One of the results of exceptionally favourable 
treatm^t must be to make municipal employees 
abnormally anxious to retain their positions, and, 
as will be seen in a subsequent c^iapter, in this 
manner to increase the danger of the spread of cor- 
ruption. Then, again, thf raisii^ of municipal work- 
men’s wages above the market level is dangerous, 
because, being based on no principle whatever, 
there is no finality about it If it be ad mittWI 
that th^ ^should be paid 5 per cent more than 
private workmen, why should we deny them 10 per 
•eht or even 50 per (ent Iqgher wages ? No one 
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can blame any employees for constantiy making 
legitimate efforts to get their pay increased; efforts 
which will be peculiarly difficult to resist in the 
,case of municipal workmen if onc6 the principle of 
paying them the normal rate of wages is abandoned/ 
Moreover, the constant attempt to obtain an increase 
wages on grounds wholly unconnected with 
the value of the work done has a very demoralising 
effect. Lastly, if the municipal workman is to 
receive what is equivalent to a bonus out of funds 
raised^ by taxation, why should not all other workmen 
receive it also ? Why give it only tdf this qtJite 
arbitrarily selected class ? It is perhaps hardly 
'necessary nowadays to argue against such a method 
of increasing all wages. It would be to re-introduce 
the “rate in aid of wages” which has “long been 
“regarded by economists as one of the worst abuses 
“of the earlier years of” the nin.eteenth century.* 
To pay municipal workmen on any other scale 
‘ than that ruling in the private market is, therefore, 
both unjust and dangerous. 

( 16 ) No <0116 now openly attempts to justify 
the employment of munidpal workmen at high 
rates of wages or for short hours on ch&ritable 
groimds, or because woj^ might thus be found for 
the unemployed ; for it is admitted that public wwk 
and charitable organisations should, as a rule, be 
kept separate. Of course, ^with shorter hours, more 
men would be employed ; but favouring the 
municipal workman in this way is as objectionable 
as giving him wages above the market fate ; and if 
he is treated no better and no worse than'the private 
workman, there is no reason why more men should 

• 9 

, ^ “ Democracy and Jjiberty,** Jiecky, ii. p. 397. 
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be employed in a Municipal Trade than would have 
‘been employed if the business had been left in private 
hands. If any charitable plea were admitted ‘with 
regard to munidpal employment, it would follow, 
ithat municipal workmen ought to be selected on 
some partially charitable principle ; that is, not 
wholly with regard to their fitness for their worl^. 
To select labourers because they could not find 
work elsewhere ‘would lead to great inefficiency 
in all illAnicipal works, and to positively dangerous 
results in ±he case of sewage works. 'It has, no 
doubf, bec^ suggested that no community should 
be taxed for the benefit of aliens to that com- 
. munity, and that, consequently, a long residentiaf* 
qualification should be insisted on befor<4 selecting a 
citizen for employment on public works. Any such 
system as is here hinted at would tend to combine 
the evils arising from inefficient work, old age^ 
pensions, and favouritism, and need not, therefore, 
be discussed. 

(17) Thus any excess of cost of municipal 
labour* over private labour cannot be •justified on 
any grounds; and if, as«I believe, it can be proved 
that the labour bill paid by municipalities is, on the 
average, higher than that pai^ by private proprietors, 
we here find m argument against Municipal Trade, 
and not one in its favour. The plea for municipal 
enterprise because of the better, treatment of public 
employees, and the socialistic demand for collec- 
tive ownership on the grounds of abstract right, if 
admitted, would tell in favour of the municipalisa- 
tion of all industry. These pleas must be rejected. 
And, as all the argument^ which remain to be 
(^idered tell .with varying force in different 
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ctrcumstances, it follows that each^ proposal for the 
municipalisation of an industry must be examined 
separately on its merits, and that there will be 
t nothing illogical in coming to the conclusion that 
some trades are best left in private hands, whils% 
others had better be transferred to public manage- 
i^ent. 



MONOPOLIES 


(1) UsmJg the word “monopoly” somewhat loosely 
in order to denote a business in which competition 
isimprdbaQle, difficult, or impracticable, the increase 
in recent years in the number of such monopolies 
has, without doubt, tended to increase the desire' 
felt for Municipal Trade. Various causes have 
contributed to this limitation of competition, and 
to this creation of monopolies, the most, important 
being* those connected with the “law of increasing 
“return,” the right to interfere with streets, the 
advantages of a large clieniMe, and the increase 
in the value of property in the centre of large 
cities." ® 

(2) In most industries, and especially in those 
in which machinery plays an important part, 
capital expenditure does i;ipt increase in propor- 
tion to the output, and the cost of production, 
therefore, decreases as the amount produced in- 
creases. Consequently the tmore business the 
manufacturer does, ei^ar the more profitable 
does his venture become, or the more cheaply 
can he selL the goods he produces. This is the 
law of increasing return briefly stated, a law in 
consequence of which it v generally difficult for 
^new competitor to enter any field of commerce; 
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because, if he begins by sdling at the sune price 
as his old established rival, he is, as a rule, bound' 
to suffer a loss until he has established an almost 
.equally large connection. This ls^w has, therefore, 
always a tendency to create monopolies. Thistf 
tendency is, however, peculiarly strong iA those 
trades in which the cheapest method of ti^sport- 
ing the goods ' produced or supplied — such as 
electricity, gas, or water — is by "means of some 
special connection, such as wires or pip^.: The 
circumstance which specially tends to produce 
the monopoly in these cases is that t^ie pipes, or 
wires are only available as means of transport 
’from one manufactory to the consumer, and not, 
like roads . or railways, from several competing 
manufactories to the same consumer. The 
expense which each undertaker is put to in 
making these connections produces in itself a 
tendency to confine the undertakings to a limited 
area, and thus to check competition between 
different undertakers. More important than this, 
however, is« the fact that when a gas cofnpany, 
for example, has made the necessary connections 
with the majority of the houses in a street, any 
would-be competitor ^will perceive that he has 
practically onl^ the chance of suppl)dng a minority 
of the houses in that street, and that, in order to 
secure that chance,, he ^ould be put to almost 
as great a cost in making the main connections 
as that already incurred by the existing company. 
Any new competing company musts in these 

* The word “goods" is here used with the.wide meaning adopted by 
Mar^all and other economists ; that is, as meaning “ all desirable things, or 
things that satisfy human wants."* Frinciples of Economics," Marshall, 
3rd editiqn, p. 124. „ . * w, ^ 
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circumstances, enter tilie field heavily handicapped 
fix)m the start, and effective competition is, there- 
fore, very frequently impossible. In consequence 
of d||his absence of competition, the consumer of • 
i^gas has, as a rule, no option as to changing firom 
one con^pany to another; and, in this and similar 
ways, gas-works and several other industries in towns 
and thickly-populated districts always become mono- 
polies. Since the chief cause lies in the mechanical 
means oi^mimufacture or transport of the ^/oods pro- 
duced^or simplied, this tendency for competitiqp to 
become iinnted has* increased with the growth of 
science, and is likely to go on increasing in friture.,^ 
• (3) When two gas eompanies, for example, 

have received permission to supply houses in the 
same area, there will at first, no doubt, be keen 
competition in construction between them v but this 
competition is ap| to take the form of a scramble . 
to obtain a connectioB with the whole of the 
houses in particular districts and streets. When 
this scramble is over, and when the area is thus ^ 
more of less completely partitioned orft between 
the rivals, they will malie little effort to encroach 
on each* other’s preserves, and effective competition 
in production will not be estihlished. It will soon 
become obvious to the companies thaf it will pay 
them best to avoid all possibility of competition, 
either by amalgamating^ or ’by entering into 
binding contracts rigidly dividing the available 
area between them. The joint profits of two 
companies having powers over the same area will 
be far greater if each lays mains in half the new 
streets as they are built than ff both lay mains 
in^ll tJie streete. Thus fii all districts, ev^ in 

. - *D* • 
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those in which competition is established in the 
first instance, the law of increasing return tends 
to make rival firms amalgamate with each other, 
*thus entirely putting an end to all competition 
in production. 

(4) The right to interfere with the ) streets, 
which many companies must acquire in order to 
carry on their business, is, moreover, in itself a 
cause tending to produce monopolies, quite in- 
dependently of the interests of these companies 
theiq^elves. Where there is any con^tition in 
the same street, and where two companies have 
^been granted the right to break up that street, the 
Local Authorities and the public soon find out that, 
the incomienience is greater than it would have 
been if only one such company had had that right. 
If many ,, companies possess these rights, the nuisance 
^ becomes intolerable. At one time as many as 
six gas companies had laid, their mains in Oxford 
Street, thus causing most serious inconvenience, an 
^ inconvenience which was only obviated by the 
metropolitfhi area being divided out Amongst 
such of the rival firms* as had not previously 
amalgamated. To take another somewhat similar 
instance, as many as iJiirty-nine tramway companies 
were deliberately given charter-rights between 1857 
and 1874 in Philadelphia with the view of creating 
competition ; but from tlje outset effective competi- 
tion was not sectired. Amalgamation commenced 
in 1864, and by 1896 one company was operating 
nineteen-twentieths of the total mileage of that city.^ 
In fact these street rights often tend to make Local 

> “Street Bailway System Philadelphia,” F. W. ^iers (Johns 
Hopki^ UniTendty SeiiesXj). ^ ^ ^ . 
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Authorities favour the amalgamation of competing 
companies, and in the end all parties seem to 
conspire together in such cases to prevent eflective 
competition, and to rid these monopolists of theif 

% rivals. 

(5) U)f the above-mentioned four causes tending 
to produce monopolies, the third was due to the fact 
that in some ca^es it is a positive advantage to the 
new “ consumer ” to deal with the company which 
has tho* largest clientMe. If, for example, a tele- 
phone company once becomes firmly estaUisJjgji 
in* any lorality, no one would dream, other things 
being equal, of seeking a connection with 

. recently established rival •company ; for, if the two 
concerns were really competing, the otd company 
would certainly not give any facilities to the sub- 
scribers to the rival firm to enable /•them to 
communicate wjth their own subscribers. In such 
cases, therefore, competitors are not likely to appear 
on the scene. Again, old established tramway 
companies have great advantages as comparedL 
with ahy isolated rival in extending thSir lines into 
contiguous districts ; Wd they are therefore 
proportionately safeguarded from competition. Thus 
in telephones, tramways, ancWnany other businesses, 
much will be . gained by both par^sjby amalgama- 
tion, because the larger the field covered the less 
will be the chance of competitidn. The advantages 
to private proprietors arising from the establishment 
of an extensive connection constitute a potent cause 
tending to produce monopolies. 

(6) LasMy, taking again the case of gas 
companies, such imdertakin^ are usually established 

growing neighbourhoods,^ where property is 
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increasing in value with every mcrease in the 
population. The mere fiftct of the difficulty of 
acquiring land on which to build^ rival works, or 
'hither the price which would have to be paid for 
it, adds materially in such cases to the risk ii^ivolved 
in starting a competing concern; uid in t^ way 
the position held by the owners of many mohopolies 
is additionally strengthened. 

(7) Thus many industries are certain to become 
monopolies, in the sense in which the woi^ is here 
used^rthat is to say that the fares or pri^ charged 
by the proprietors of such industries will be more 
„pr less unaffected by competition. Where this is 
the case, prices, qualities, and other matters must be 
to a certain*iextent controlled by the State ; and such, 
as a matter of fact, is the practice in this country. 
If, for e^fiMiple, the right to run a tramway tlurough 
.a town were given to a company lyithout any stipu> 
lation being made as to the fares which might be 
charged, that company might be able to make 
«very large profits, and the transaction would amount 
to parting with valuable public rights for no adequate 
consideration. Even if tills objection to granting 
unrestricted concessions could be removed by making 
proprietors pay suitaMe rents for the privileges 
gnuited, as possibly it might be, there would remain 
other reasons why the fares and prices charged by 
monopolists would be, and should be, regulated by 
the State. Citizens not only desire low prices, but 
they also want the greatest certainty attainable as 
to the prices which will be charged iif fiiture. In 
the case of unrestricted monopolies, there can be no 
such cotainiy ; for the firoiNrietors will oft^ be able 
to raise prices quite^indepqpdentiy of the cost^ 
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production. In the case of water supply, for 
example, as long as no competitor appeared on the 
field, water coippanies, if unrestricted, could raise 
their charges by almost the amount of any increase* 
in the ^value of the property of the water consumers ; 
because each consumer would, in such cases, prefer 
to pay more for his water supply rather than be 
forc^ to leave .his house. Uncertainty as to the 
fiitvire may be not only distasteful but positively 
injurious to the community ; for it jnay chedc 
the grqwA of industries and the developmeai;, 4 £^ 
new districts. Then again the granting of unre- 
stricted concessions may confer on the proprietoQi, 
very great powers over* consumers, especially if 
the goods supplied are such as would be described 
as necessaries; and such powers both are, and are 
felt to be, very objectionable. In the* United 
States, where private trade is less regulated than 
it is in England, tho evil effects of unregulated 
monopolies are more clearly seen; and we are told 
that in that country “ discrimination and extortion ”• 
are two of the main causes which have led to a 
demand for a change frdm the existing condition of 
things.' For these and other reasons, we may be 
certain that trades which teni to ^co me monopolies 
will be always more or less regulated' by the State ; 
and the only practical question is as to how this 
regulation should be effctsted. 

(8) The State can refuse to grant to any 
company the right to break up the streets, etc., 
unless that* company wiU agree to abide by any 
conditions Which the State may prescribe ; and in 
this manner a municipalit^'may acquire the desired 
^ Th* IndqmdaU, sdi May mS?, 67Si^Prof«Mor E. H A Seltgmaa. 
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control over any industry which tends to become a 
monopoly because of such rights. Public control over 
any industry may also be acquired by the Local 
!iluthorities themselves undertaking the management 
of that industry; and this they may do eitjier by 
building the necessary works themselves, lor by 
bu 3 /ing out the private proprietors. Tnus, as 
control of some sort is necessary^ in the case of 
monopolies, the choice lies between municipalisation 
and the coidrol of private undertakers by tli^ State. 
)85iitb®ut doubt the Local Authority, or |Jhe repre- 
sentatives of the people, can acquire^ the mdSt 
complete control possible over any industry by 
municipalising it; and the main question to be 
considered *in this volume is whether in any 
particular instance the advantages thus gained 
are or dte not outweighed by the disadvantages 
which, as will be seen later, .always accom- 
pany the management of any industry by a public 
body. 

« (9) In the case of all monopolies now frequently 

municipalised, the proprietors must acquire some 
rights over the streets. Tliis is not, of course, the 
case, as a rule, with competitive trades ; and although 
little progress has actually been made in the dfrection 
of the public 'O^ership of competitive industries, 
this is a subject which is coming more and m(n% 
to the front, and oiie which can by no means be 
neglected. The difference between competitive 
industries and monopolies is, however, rather one 
of degree than one of kind; and almok all trades 
are, and I think should be, to a certain extent, 
subject to State control.*^ In the case of competitive 
industries the State j}oes^ nqit, it is true, grant 4o 
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tiie undertakers kny special rights ; the State merely 
declares that it shall not be lawful to carry them on 
unless certain regulations are obeyed, a prohibition 
which may be justified merely on the ground of the» 

' benefic^ results produced. In fact many of the 
arguments here discussed will be found to be 
applicable both to monopolies and to competitive 
trades, though v^ith vei'y different force in the two 
cases. 

(10) 4t is very important to bear in mind during 
everjr stags of this controversy that the real question 
atF issue is the dunce between Municipal Trade anJ^ 
the State control of private undertakers. Manj 
• economists have laid down criteria by means of 
which we should be able to determine whether any 
particular industry is or is not likely to be efficiently 
managed by a government department, .lavons, for 
example, gives fqur such criteria. The first declams^ 
that success is probabje “where numberless Mride- 
“ spread operations can only be efficiently connected, 
“united, and co-ordinated in a single all-extensive 
“government system.” This, howeverf amounts to 
little more than declaring that the Government, 
in certain cases, where the operations are very 
extensive, can manage the h\jgness more effectively 
than any private undertaker ; a reflisric which, though 
certainly to the point, is more applicable to such 
cases as that of a national postal system than to 
any Municipal Trade. As to the three other 
criteria, it will be observed that they not only 
indicate the circumstances in which public bodies 
can themselves effectively undertake the actual 
rncmagement or working of a trade, but they also 
point to the conditions which, if fulfilled, make it 



56 


MONOPOLIES 


[chap. m . 

easy for the State to control thatP trade whilst in 
private hands. These criteria are: — 

’(2) ** Where the operations possess an invari- 
*‘able routine-like character. 

<8) “Where they are performed un(^er the^ 
“ public eye or for the service of 
“ individuals who will immediately detect 
“and expose any &ilure or laxity. 

(4) “Where there is but little capital expendi- 
“ture, so that each year's revalue and 
“ expense account shall repr^ent ^ with 
“ sufficient accuracy the real ‘^mmeroial 
“conditions of the department.”^ 

This last criterion also indicates, I think, with . 
fair accuracy a condition which must be ffiffilled 
if it is to be easy to determine whether a private 
undertakq* is or is not charging a fair price; and, 
as all these last three criteria point to circumstances 
which facilitate both State coptrol and State manage- 
ment, they help us but little in the choice between 
the two. 

(11) At the present moment Municipal Trade is 
apparently more popular thaa the State regulation of 
private trade ; and this popularity has been claimed 
as furnishing an argujj^ent in its favour. In order 
to decide whetb««-uiis claim can be admitted or not, 
several questions have to be considered. To what 
extent does this popularity depend on mere un- 
reasoned sentiment ? Or does it spring entirely 
from the belief that Municipal Trade is on the whole 
beneficial to the community ? And to what extent 
can such beliefs, even if widespread, be relied on 
as indicating that such benefits will really accrue? 

' /ottr. tf tkt Man<Ae$ter S^u'Soe., y. S. Jevtiu; April 1867. 
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These, and othei* doubtful points, must be examined 
before we can decide whether the alleged popularity 
of Municipal Tn^e should be allowed to tell m its 
favour. • 

' (12]t As regards any sentiment in favour of 

Municipal Trade — that is to say, any popularity 
which not based on alleged definite intrinsic merits 
— ^wheris there is^ as in England, a keen interest in 
local aifiiirs, it is but natural that there should be 
a desire^or something to expend that interest on. 
A feeding ^f gratification at their city’s acluevemrats 
is4elt by most citizens, especially by those possessing ' 
the municipal franchise, because the sentiment that 
they have a share in the ownership and management * 
of large municipal works is agreeable toathem, even 
if that share be excessively small ; and such feelings 
will create a desire for a frirther increasia' in the 
number of the functions to be performed by 
municipalities. But dqes this desire, founded on 
this feeling, indicate in the slightest degree that any 
such increase in the functions performed by the State 
would 1)e beneficial ? The interest felt by citizens in 
civic affairs may be increased by the initiation of new 
municipal enterprises; and Municipal Trade may 
thus produce a certain benefir^ result. But that is 
not the point at present under TitSeassion. We are 
considering whether the popularity of Municipal 
Trade proves it to be intrinsically beneficial; and, 
as far as popularity depends on mere sentiment, it 
obviously proves nothing. 

(18) As* regards such popularity as is de> 
pendent on an actual belief in the beneficial 
operation of Municipal Trade, it is perhaps 
lyinecessary hei^ to consider at length how wide* 
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spread that popularity really is. One difficulty in 
attempting to form an opinion on this matter should, 
however, be noticed. Where Municipal Trade 
^^is extensively undertaken, the various municipal 
enterprises must be frequently discussed at^ public 
meetings ; and, if either the policy or the 
management of the Councillors is criticikied, an 
energetic defence will be made by themselves or 
their friends, who will take care that their praise 
of the local institutions is well reported in the 
local press. On the other hand, in to^s where 
sunilar undertakings are left ' in private hands, 
their management is less likely to be attacked 
* because such attacks would serve no party 
purpose unless the attack is for the purpose of 
bringing the works under municipal management; 
and. if any attack is made on other grounds, there 
is much less likelihood of there being any one 
present desirous of speakipg in defence of the 
private proprietors. Thus ^e contrast between 
the records of public meetings in localities where 
‘^Municipal Trade flourishes with those in Idealities 
where monopolies are genenally managed by private 
proprietors creates an erroneous impression as to 
the popularity of Mi^cipal Trade, and may make 
it appear more'^popiilar than it really is. 

(14) Without doubt, however, this popularity in 
England is both widespread and rational; and it is, 
therefore, necessary to enquire on what foundation 
it is built. In order that it may be possible for 
any one to form an independent opinion as to the 
relative merits of municipal and private trade, 
he must have some means of comparing the two 
methods of management* as^ applied to the saij^e 
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trade under Somewhat similar circumstances. 
With very few people is this possible; and this 
creates a tendency in almost every one to rely 
largely on the opinion of others. In order to » 
estimate the value of public opinion, we ought, 
therefore, to scrutinise very carefully those in- 
dividual/ judgments which are most likely to 
influenc^ the opinion of the many. In the first 
place, are those who rely on the opinions of others 
likely toy have both sides of the controversy 
placed* befl^e them with equal force ? This is very 
unlikely to be the “case. We have just seen that 
the private proprietor, whose position does not 
depend on the ballot box, will have a far less 
pressing object than the municipal councillor in 
getting the management of his works praised in 
the pul^lic press. Moreover, if we go to the^iecretary 
of a private ga§ company, for example, he may ^ 
decline to give us the information we require. 
But if we go to the town clerk of some big 
city, he will probably put us in the way^ 
of obtaining copious printed reporfe on the 
Municipal Gas Works, •generally of a favourable 
character. The readily available evidence in 
favour of Municipal Trade fact, far more 

voluminous than that in favou^tjf* private trade; 
and this alone certainly makes comparisons 
difficult, and probably makes public opinion some- 
what unduly favourable to municipal enterprise. 

(15) This less voluminous evidence in favour 
of private trade must be largely obtained fi*om 
the officials of private companies ; and, being thus 
obtained, it will be, and, what is more to the 
pidint at preseift, it yill 'generally be held ,to be 
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prejudiced by a desire on the part* of these officials 
to consider the interest of their shareholders rather 
than that of the public generally. On the other 
hand, the more voluminous evidoice in &vour of 
Municipal Trade, which must be largely obtained 
from municipal officials, wiU generally be held to be 
unprejudiced, as being given in the public interest; 
and it will therefore carry all thq more weight in 
directing public opinion. But can these official 
utterances be regarded as being free from ^ejudice? 
JThey are usually very optimistic, and tl^ question 
IS whether this optimism is ‘based on a calm 
judgment of the relative advantages and dis- 
* advantages of the two systems. Town councillors 
are unden the obvious temptation, for party 
purposes, to dwell on the merits of their own 
management to the neglect of its demerits; and, 
even where their convictions are fully stated, these 
expressions of opinion are. likely to be unduly 
favourable to Municipal Trade. It is perhaps 
natural that the greater the number of duties 
performed by town councillors, the greater should 
be held to be the dignity of the council; and 
the desire to place their council on a level 
with other council^ and, by a slight confusion 
of mind, the «de^re to place their town on a 
level with other towns, often makes councillors 
advocate new municipal enterprises. The love of 
work and responsibility is to a very huge extent 
the underlying motive which induces men to 
undertake the useful but thankless taSk of town 
councillor; and, where this love of 'work and 
responsibility exists, there it is certain that a 
desire ^ will be felt to ‘ increase the amount oqf 
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wcnk to be ubdortaken or supervised. Those 
councillors, who because of their energy have 
the most influei^, will generally be those most 
tempted to look with favour on new projects ' 
independently of their merits. As to existing 
enterprises, many councillors will never before their 
election^ have had any connection with large 
underti^gs; an^i this novelty may make them 
unduly proud of the work for which their council 
has alre^y made itself responsible. When muni- 
cipal profili^ms are considered by coimcillors ! in 
this spirit, it is nfit likely that a system which 
pves them comparatively little responsibility will 
.be weighed without any prejudice against a system 
under which full scope is given for satisfying their 
undoubtedly high aspirations. All men are apt to 
confuse trying to do good with doing gotfd, and 
energetic councillors are certain to take an unduly 
favourable view of the municipal enterprises which 
they are managing for the benefit of the public. 

(16) Somewhat the same influences which aflect 
councillbrs will also affect salaried munici{>al officials, 
and consequently, in their case also, the more 
energetic and able they are, the more likely will 
they be to view with favour new projects connected 
with Municipal Trade. Moreo9^',*‘new municipal 
enterprises must often be accompanied by an increase 
in the salaries of the permanent officials ; and, when 
Parliament has to be approached, considerable fees 
have to be paid to the solicitors employed, muiy 
of whom also act as town clerks; and it is absurd 
to deny that many men are consciously, or un- 
consciously, influenced in favour of any project 
wlych may increase their emoluments. But,, even 
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if very little weight be attached to this latter 
consideration, it can hardly be asserted that the 
evidence given by municipal oificiajis is unprejudiced ; 
a point which it is important to note, because not 
only do they supply the bulk of the written evidence 
with regard to Municipal Trade, but they also have 
great power in influencing town councils on all 
such questions. , I 

(17) Elected representatives undertaking Muni- 
cipal Trade occupy a somewhat anomalou^ position ; 
for not only do they represent the ^uyejrs and 
'coiuumers, but they are also' the mamifactuKrs 
and salesmen. Under existing social conditions, 
Ve are not accustomed to this dual position; and. 
a councillor is consequently apt to devote his 
attention mainly to one attribute of his position 
to thevpartial exclusion of the other. Socialists, 
who advocate Municipal Trade for reasons already 
given, are most likely to view the matter from 
the consumer’s standpoint. On the other hand, 
a business man, when elected on to a council, may 
suddenly And himself associated in the Manage- 
ment of an industrial monopoly, the price of the 
produce of which he can to a great extent control. 
The sensation is new to him and pleasant; and, 
if the consumew^'^e fairly contented, his satisfac- 
tion as a manufacturer and seller may stifle any 
little doubts he may feel when he regards himself 
as a representative of the consumers. Thus the 
dual position occupied by councillors may perhaps 
partly account for the anomaly sometimes seen of 
Socialists and conservative men of business joining 
together in the advocacy of the public control of 
certain industries. * n 
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(18) It is fai^ easier for existing councillors and 
officials to throw doubts on the wisdom of their 
predecessors for j^having initiated some municipal 
enterprise than in a similar way to criticise their * 
own actions in having taken a similar step. Few 
men are strong-minded enough to search for 
evidence which might convict themselves of an error 
in judgnent with regard to any matter, especially 
when tney feel that it is too late to retrace their 
steps ; ^d few who have actually shared in 
the hea^k labour involved in placing sWe trade 
under municipal <5>ntrol will or can impartially 
consider whether it had not better have been left 
in private hands. Though their successors ma^ * 
perceive it, the originators of such schemes are 
not likely to detect any error they may have 
made, and consequently the prejudice in ftwour of 
munici|)al management in official circles will be 
most strongly felt in periods when most progress * 
is being made in this direction. It has been seen 
that a very large proportion of English municipal 
trades 'have been but recently established ; and* 
official utterances conc«ming them are therefore 
at present especially unreliable as indications of 
their, success. 

(19) Thus we see that popfflitr interest in local 
affiiirs and official energy are forces tending to 
promote Municipal Trade, even in cases where 
the wiser course would be to subject the private 
proprietor to adequate control. The interest felt 
by the public in local aftairs is nowhere greater 
than in England; and, whatever view may be 
taken as to the wisdom of Municipal Trade, it is 
nq^ surprising, therefore, to find tiiat it has been 
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practised nowhere more extensivelfr than with us. 
Though this interest in local affairs is of enormous 
value in ensuring that all work^f undertaken will 
t be well done, it is of less use as a safeguard against 
the initiation of unwise municipal enterprises. 
Popular judgments on such matters are largely 
guided by official utterances ; official utterances 
are certain to be prejudiced in favour of municipal 
management; and the popularity of any municipal 
enterprise is therefore an uncertain guide ‘as to the 
benefits which have actually been derivei?^ from it. 

(20) But, even if popular approval could be taken 
as a proof that a community had actually experienced 
' 'oenefits from the municipalisation of any particular . 
trade, would it necessarily follow that this step had 
been a wise one ? Must we not look to the ultimate 
resiUtS'ais well as to the immediate consequences? 
And is it not possible that the system which works 
' best in the long run may not be that which bears 
the best fhiit at first ? It will be seen in a subsequent 
chapter that Municipal Trade tends to foster munici- 
‘pd corruption. But, when it has this evil effect, the 
harmful results are only gradually produced. The 
additional work thrown on Municipal Councils 
by municipal trading operations also has a harmfril 
tendency, the fuU^^lSIuence of which is not felt for 
many years. There are, moreover, other and less 
subtle reasons for suspecting that the beneficial 
results arising fix)m the municipalisation of any in- 
stitution may be only of a temporary character. 
Mwagement depends more cm the men employed 
as managers than on the system under ;which they 
woi^ ; and, as Municipal Trade is especially likely to 
be advocated in the case of an industry where tihe 
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private managerai are inefficimt, there is often an 
exceptionally favourable opportunity for the pro- 
duction of benef^al results. New brooms sweep 
dean, whereas old officials, public or private, are 
apt to become sleepy and inefficient. Any reform 
which brings about a considerable change in the 
personnel^ may, therefore, do some good for the time 
being without producing any lasting results. Thus, 
for ^ fnese reasons, we should expect to find that 
good restftts might often immediately fpllow the 
municipali\tion of an industry, even if it would 
really be* best for the community in the long run 
that the trade should remain in private hands ; and,^ 
in so far as popularity is dependent on immediate 
results, it must be discounted accordingly as a guide 
for fiiture action. 

(21) Here the importance of rememberir^ that 
the choice lies between Municipal Trade and the 
regulation of private trade becomes evident. The 
effect both of the municipalisation of an industry 
and of some modification of the legislation affecting 
it whilst *in private hands might be beneficial ; and 
the question is — ^which vtould be most beneficial? 
To completely establish the case in favour of 
Municipal Trade, it is not sufficient to prove that it 
has been on the whole “ a brilliant success ” ; for it 
must be shown, hot only that Local Authorities 
have, generally speaking, managed these industrial 
undertakings better than the replaced private pro- 
prietors, but also that better results could not Lave' 
been produced in some other way. It is not wise, 
for example, .merely to compare gas-works under 
municipal management with the same works as they 
wer% found undei* privaty management, withouj; at 
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the same time considering the imj^vements which 
might have resulted from reforms in the laws 
affecting private gas-works. Evej^i if a favourable 
popular judgment could be accepted as a conclusive 
indication that, on the supposition that no change 
would be made in existing legislation, beneficial 
results from the municipalisation of any juirticular 
industry would be permanently felt, it would not 
follow as a logical consequence that that was the 
best refoitm which could liave been adopted. 

(22) Public opinion is, moreover, fai^ toq much 
swayed by obvious results and* obvious arguments. 
^The pride felt by independent citizens in the 
municipal ownership of large enterprises, which has 
been mentioned as an unreasonable sentiment 
tending to promote Municipal Trade, is no doubt 
in most cases accompanied by the belief that 
municipal property is profitable, that the public 
revenues are increased by such public possessions, 
and that consequently taxation will be lessened 
when Municipal Trade is undertaken. In subsequent 
chapters Sealing with municipal finance it will be 
seen that it is extraordiAarily difficult to estimate 
what has been the result, on the average, of Municipal 
Trade on municijggj, taxation, because the obvious 
facts standing by themselves are most misleading. 
Now the ordinary citizen who is told that the fares 
on tramways are usually lowered when municipalities 
take over the management of private lines will be 
much impressed by this fact ; whereas he will hardly 
listen to any reasoning tending to prove that, had 
proper precautions been taken, the fares might have 
been reduced as much or even more had the tram- 
ways been allowed to remain In private hands. 
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Again, if it can l^e shown that the price of gas made 
by municipal works is, on the average, lower ^an 
the price of gas^made by private companies, this 
fact is easily grasped by every householder ; whereas ’ 
comparatively few will take the trouble to consider 
whether various circumstances do not on the average 
favour the municipalities as compared with the 
private producers,, and whether, if this be the case, 
such average comparisons are not absolutely worth- 
less. Stifl more likely to be overlooked by the 
casual ^nq^er are the arguments against Municipal 
Trade which deperid on the increased chances of 
corruption, the increased work thrown on the Loca^ , 
Authorities, and the advantages of free competition. 
“The good which State interference does is often 
“ something visible and tangible. The evil which it 
“ does is much more indirect, and can only be'appre- 
“ dated* by careful study.” * Popularity is, therefore, , 
a singularly delusive test of the success of public 
institutions. 

(28) Thus we see that there are many, 
circumsfances which have tended to m/(ke certain 
trades exhibit the chaiftcteri-stics of monopolies ; 
that this tendency is increasing with the advance- 
ment of science ; that the importance of the subject 
is increasing with the increase of "urban as compared 
with rural population; and that the choice lies 
practically between municipalising these industries, 
and subjecting them to a considerable amount of 
State control The circumstances connected with 
truly competitive trades are no doubt very different ; 
but the same choice exists, and most of the argu- 
ments here used are applicable with increased or 

* * ^ Economic” Hadlejr, p. 18 . • 

• k • 
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diminished strength to them as wellf as to monopolies. 
That it is a choice between two alternatives is often 
forgotten, especially by those whol'are satisfied by a 
mere demonstration of the “success” of Municipal 
Trade. Municipal Trade is now probably more 
popular than the State regulation of private trade; 
but the praise of Municipal Trade in periodical 
literature is an unsme guide as to dts real popularity. 
The many, who are incapable of forming sn inde- 
pendent opinion on this subject, frequency rely on 
those few who express their opinions freAy, however 
they may be formed. Town councillors and civic 
.officials, who are naturally prejudiced in favour of 
the results of their own management, have many 
opportunities of influencing public opinion; whilst 
the officials of private companies, who are no doubt 
prejudiced in the opposite direction, are less, willing 
and less able to make their vie\rs widely known. 
For these reasons, and because most men are too 
much swayed by the more obvious facts and 
argument!^ popularity cannot be accepted as a 
weighty indication that Municipal Trade is the reform 
which is most beneficial ’'and most needed. The 
evidence on both sides is no doubt prejudiced ; and 
those embarking^ this enquiry should put aside 
preconceived ideas, and allow their judgments to be 
swayed by none but logical arguments and well 
established facts. 



IV 

•jlHE ADVAIfTAGES OF MUNICIPAL TKADE 

(1) It h& been stated that, in certain cities in the 
United S^tes, the sewage system is in the hands 
ofaprivate companies, being managed by them on 
commercial principles. No one would now defend 
such a condition of things, for Socialists anS 
individualists would condemn it equally strongly. 
But many persons, if asked why they condemn 
it, would reply that they hold it to be wrong to 
allow any service which is of such vital import- 
ance to the community to be made a source of * 
profit by private individuals; and this answer they 
would give without perceiving that it went a lon^ 
way timards admitting the whole cas<f in favour 
of Socialism. Are not good houses, proper clothes, 
and cheap food of vital importance to the com- 
munity ? And if the importance to the com- 
munity be the test on which "the choice between 
municipal and private trade is to rest, the munici- 
palisation of all the industries connected with the 
production of all the necessaries of life must be 
held to be justifiable. If municipalisation were 
carried to this extent, it would be of comparatively 
little importance whether the production of luxuries 
were or were not retained in private hands. 

•(2) Moreovef, few but'* Socialists of an extreme 
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type wish to have all the indi[stries connected 
with the sewage systems of our towns placed in 
public hands. The work of the / engineer and of 
' the sanitary inspector should, it is now almost 
universally admitted, be performed by public 
officials. Some hold that sewers should always 
be built by contractors, whilst others persistently 
advocate Ae direct employment of labour by 
the municipality for this work ; in other i words, 
the question whether the trade of the bricklayer, 
the mason, and the labourer should W tahould 
not be municipalised, as far as sewage work •• is 
concerned, is a disputed point. None but advanced 
Socialists would, however, object to the bricks used 
in the construction of the sewers being made by 
private firms. Thus the importance to the public 
of any' service is not even generally held to afford 
^ any criterion by which it can be,, decided how far 
the municipalisation of that service is advisable. 

(8) Those, therefore, who are not Socialists, and 
^who condemn the public ownership of bakeries, 
for example, whilst advocating the public owner- 
ship of sewers, if they ale to remain on logical 
ground, must not base the distinction between the 
two cases on the relative utility of these services 
to the public. Those who are not Socialists hold 
that there are many objections to the public 
management of industries, objections which will 
appear incidentally in subsequent chapters; and, 
holding these views, they must in each case find 
some special advantages of sufficient' weight to 
outweigh these general disadvantages before they 
can advocate the municipalisation of any industry. 
In fapt, Uie onus of proof, itccordifig to our vidws. 
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lies with those who would abolish the private 
trader. And k may clear the ground if we 
consider briefly ^hat are the arguments in favour 
of the municipal management of sewers which do . 
not apply to the municipalisation of bakeries. 

(4) The case against Socialism rests mainly on 
the belief that, when competition is permitted, 
the power whiclj the consumer has of changing 
his b^er, for example, gives him the best 
guarantee practically available that he will get 
his b|ea^ as good and cheap as possible. If it 
could be proved tlwit production under the manage- 
ment of elected bodies would generally be better 
and cheaper than production by private trade, this * 
argument would be destroyed; but this,, as will be 
seen in a subsequent chapter, is most improbable. 
But with regard to the industries described as 
monopolies in the preceding chapter, where com- 
petition is either limited or impossible, this plea* 
against State interference has but little weight ; 
and, as we have seen, either municipalisation or 
State I'egulation is often neces.sary. Where theif 
is no competition, the private owners of monopolies, 
if free to do so, would obviously sell their goods 
at • the price which would bring them in the 
greatest net profit; and this would, as a rule, 
mean higher prices and smaller supplies than under 
a condition of things where free competition 
existed. Without competition there is, in ^t, no 
automatic lowering of prices to the lowest level 
attainable ;• and, when this is the case, the State 
must step«in and undertake the duty of regulation. 
The less prices are aflected by competition the 
more necessary does ^ it •become for the State to 
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act in this manner. In the case, of the private 
control of sewers, when the monopoly would be 
practically complete because thf householder in 
• towns cannot dispose of sewage except by the 
means thus provided, the State obviously on this 
groimd alone must either exercise the most rigid 
control or manage the work itself. 

(5) As to the choice betweei} the alternatives 
of management and control, private proprietors are 
certain to consider all questions connected with 
their trade almost solely with referencie tP the 
way in which their profits would be affected; and 
they will pay hardly any attention to public health, 
ftiorals, order, or convenience, especially when such 
attention ^would tend to diminish their profits. 
Councillors will, no doubt, also consider both sides 
of the • question ; but, where the case requires it, 
they will put the question of profit out of con- 

’ sideration altogether and will only look to the 
other questions involved. No doubt Local 
Authorities can obtain the most complete control 
over an uCidertaking by managing it themselves; 
and when, as in the case of sewers, the sanitary 
questions involved are of such vital importance that 
it is wise to neglect entirely all thoughts of profit, 
then municipal management is frequently better 
than private management. 

(6) Another important point to be hdd in view 
is the practicability of State regulation of private 
trade, and this largely depends on the ease with 
which the price to be charged to the consumer can 
be estimate. With gas, for example, Jthere is no 
difficulty in estimating the exact quuitity supplied 
to each householder, and* bojh its qualify and the 
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cost of its production can be estimated without, at 
all events, any lame percentage of error. Hence the 
price which should be paid by the consumer can be 
determined with fair accuracy, and a schedule of 
prices can be set forth in the concessions granted 
to gas companies. But with sewage works, on the 
other hand, it would be very difficult to ascertain 
by inspection whether the service was being effec- 
tively i^rformed, what it was costing, and how the 
cost sHould be shared amongst the householders 
benefifod and it would be impossible for a muni- 
cipality to agree to* pay a private proprietor by the 
results in such a manner as to ensure the work 
being well done. No doubt, under a system ^ 
municipal trading, the question of inspection also 
presents great difficulties; but, at all events, there 
ought to be no temptation in this case to ftiake a 
profit by doing ^bad work. Thus the difficulty in 
estimating the cost of the work is certainly one 
of the reasons why the municipalisation of gas is 
a far less pressing need than the municipalisatio^ 
of sewage. ^ 

(7) Thus, in cases Vhere municipalisation is 
generally held to be necessary, it appears that there 
are three conditions usually fulfilled. The enter- 
prise is one. which would be a complete monopoly 
were it in private hands, the services rendered are 
of great importance to the community at large, 
and the fair price to be paid for the work performed 
is not readily estimated in advance. We reject the 
private control of sewers, not only because of the 
vital importance of that service to the public, but 
also because the payment of an adequate price to a 
private proprietdr woul^} not be an efficient method 
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of securing a thoroughly good |;ystem, however 
carefiilly the position might be safeguarded by law. 
As to the mimicipalisation of other4ndustries, before 
' the case in favoiir of such a step can be established, 
it is necessary to consider how far the undoubted 
advantages of municipal trading, where public 
interests are concerned, are outbalanced by the 
disadvantages always accompanying State manage- 
ment, and how far the evils resulting from* private 
trade can be obviated by State control.! This 
enquiry is necessary; but no one now denies that 
the balance tells in favour of '* municipal manage- 
ment in many cases. 

(8) It is to be observed, moreover, that other 
troubles besides those suggested above may arise 
from private management when the price and the 
benefits received do not go hand in hand. In the 
case of liquor, for example, the dan^r of unregulated 
trade is the stimulus to consumption and not the 
restriction of supplies, and municipalisation has been 
^advocated on the ground that drinking might thus 
be diminished. This subject is too wide and too 
special to be discussed hbre, and I must content 
myself with saying that, though some such reform 
would, I believe, be advisable, the danger of 
corruption makes it highly inexpedient to place the 
control of many public-houses in the hands of 
Municipal Councils. A somewhat similar argument 
may in certain circumstances justify the establish- 
ment of municipal pawnshops; for, in the absence 
of private proprietors, thieves would be less sheltered, 
and police supervision would be facilitated. Then, 
again, price, where trade is free, depends on 
wha^ the consumer is wiling to*pay; and, i^ he 
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does not recogiuse the benefit to himself of the 

service proposed to be rendered, he will not pay 
the price necessary to induce the private proprietor 
to perform the work. Baths would be but little 
used in many localities if the bathers had to pay 
the full cost, and it may be wise for a municipality 
to run bathing establishments at a loss in order to 
promote cleanliness. It is true that somewhat 
similar Results might be obtained by giving bounties 
to the private proprietors of baths; but such bounties 
are always somewhat objectionable. Public baths 
are often, therefore, a most legitimate object for 
municipal enterprise;’ but, when bathing establish- 
ments are erected by municipalities to attract visitors 
to the locality, a totally different set of considerations 
arise. 

(9) In the case of a harbour, though the Whole of 
the inhabitants ^ its neighbourhood will probably 
be beneficially affected by its construction, it is, 
nevertheless, impossible for a private company to 
obtain any return directly from all of them for reijjj, 
dering them such a service. It may, mOTeover, be 
difficult for a company i!b throw the whole cost on 
the shippers without driving away the shipping to 
other ports ; in which case private enterprise cannot 
succeed. For this reason, harbours have often been 
largely subsidised or actually built by the State, 
and the necessity for such action has been, no 
doubt, especially felt where the enterprise was of 
such magnitude as to alarm private capitalists. The 
managemenf, in these circumstances, naturally passed, 
partially or wholly, into the hands of elected bodies. 
This is as it should be; but the arguments here 
> Q. 8362. 
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suggested in favour of the constn|ction and nuun- 
tenance of harbours by any pubpc body do not 
necessarily apply to the purchase of existing private 
harbours by Local Authorities. A harbour in 
private han^ may be a very complete monopoly, 
and, where this is the case, the management must 
be subject to control, a condition of things which 
may or may not be preferable to municipal- 
isation. ^ 

(10) As to markets, cemeteries, and slaughter- 
houses, it is doubtful if they should be included in 
a work on Municipal Trade. But, however classed, 
their existence as municipal enterprises is justified 
^)r much the same reasons as those given in the 
case of baths and harboius. Markets can often be 
more easily established by municipalities than by 
pri\ ate individuals. Markets should be concentrated 
for the convenience of the public, and, if thus 
concentrated and in private hands, they are apt to 
become monopolies. Thus municipalisation is often 
^^visable; and, if markets become public institutions, 
objection 'can hardly be taken to their being kept 
up to the requirements of the times by the addition 
of cold air storage for meat and other modem 
improvements. As to cemeteries, the proper bunal 
of the dead must be enforced, and enforced without 
the least delay, and the public must defiray the cost 
when it is not forthcoming from the relatives. The 
prospective growth of towns makes it necessary for 
the Local Authorities concerned to spend large 
sums in the purchase of land for which no return 
can be reeved for years, and, publio cemeteries, 
though cokly, are practically a necessity. As to 
slaug|iter-houses, both in |he interests of public 
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health, and to prevent cruelty to animals, they*^ 
should not existias small and scattered institutions. 
Concentration would seldom, if ever, be brought 
about by private proprietors with a view to their 
own interests, and the establishment of municipal 
abattoirs often produces beneficial results. 

(11) The foregoing discussion on the various 
services which tmay often with advantage be 
municipalised, and the following remarks on water- 
works,) relate only to the effect of tiie actual 
manaj^ment by Local Authorities. The question 
of* the direct emplb)mient of labour on the con- 
struction of these and other works opens up totally 
different considerations. AVhere work is let out ti> 
contract, the contractor has to make a profit, and 
to employ foremen to superintend the work, whilst 
the municipality is paying superintendents ' of its 
own. Obviouslj^ therefore, it is often possible by 
the direct labour system to save some of the con- 
tractor’s profit or to spend less in superintendence. 
Such a saving is most likely to be practic able 
when ttie work is scattered, and when tte cosf~^ 
superintendence forms S comparatively large per- 
centage of the total expenditure, as in the case 
of street-cleaning. In sewage works, where the 
building is quickly covered up and hidden, the 
difficulty of superintendence is also great ; and here 
also the direct labour system is widely advocated 
and frequently adopted. As to the quality of the 
work thus performed, much has been written on 
both sides In this controversy, but probably the 
Report of the Massachusetts Board of Investigation 
that “city work is better or at least as good as 
“that done by bontracji” may be accepted as being 
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on the whole accurate.* The less economy is 
studied the more easy is it to get ^ood work done ; 
and it is as to the cost that direct labour shows 
its weak side. Professor .T. R. Commons, whilst 
advocating this system, and bringing forward many 
facts in its favom:, tells us that “in Massachusetts 
“ the legal rate for unskilled labour on public works 
“ is $2'00 per day of nine hours, whereas contractors 
“ employ the same labour for 90 cents, to $V25 per 
“day of Jen hours. Consequently,” he ad|ls, “in 
“that State public authorities are at a heaVy dis- 
“ advantage.”® This may be a somewhat exceptional 
case. But direct labour will always be paid at a 
higher rate for the work done than contract labour ; 
and this increase of cost must be set against the 
possible saving of contractors’ profits and the 
problematical superiority in quality. The corrupt- 
ing effect of the direct employment of labour on 
municipal administration to be discussed in the next 
chapter, and the fact that in many cases “partisan 
“ politics affects the quality of city work ” ® must also 
be weighAl in the balance. My own impression is 
that in the case of sewer^ with a good municipal 
engineer, sufficiently good work can be done under 
the contract system at a cheaper rate; and that, 
with more easily inspected work, the balance is 
even more decidedly against the direct employment 
system. 

(12) The construction and maintenance of roads 
is now certainly not regarded as an instance of 

* “ Massachusetts Report on the Unemployed : Public Works,” p. 82, 
quoted by Prof. J. R, Commons in “The Day Labour and Contract 
System,” Yak BevieWy vol. v. p. 430. 
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munidpal trading; though it is in fact but few^ 
years since tumpUce roads were discontinued. These 
roads were made by private capital, the right to 
levy a toll being the security on which the money 
was raised ; and the management was usually placed 
in the hands of trustees, partly public and partly 
private. This system was aboli.shed, not because 
the roads were ^ a rule badly kept, nor because 
of the expense ; but mainly beeause the levying 
of a utir was found to be an inconvenient and 
inequimble method of paying for the benefits 
reeeived.’ The difficulties attendant on any system 
of private road-making in towns have made this 
work a public duty from time immemorial. Maif^ 
of the circumstances connected with this service 
are favourable to the direct employment of labour. 

(13) The care of streets is now, therefore? neces- 
sarily placed in public hands; and a plea for the 
municipalisation of many industries is based on this 
fact. The managers of water-works, gas-works, and 
electric lighting works must have the right of 
opening roadways ; great inconvenience? will ^15? 
experienced by the public, so it is urged, if more 
than one authority possesses any such rights; and 
consequently, all these industries should be managed 
by highway authorities or municipalities. In order 
to avoid so large an extension of their functions, 
it has been suggested that Local Authorities should 
lay the pipes, etc., under the streets, leaving all the 
rest of the business connected with these industries 
in the hands of private companies; and no doubt 
the difficulties arising from the multiplicity of 
the authorities interfering with the roadways would 
thus be obviated. Bu| this is in all probability an 
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impracticable proposal; for badly laid pipes might 
cause heavy losses through leaka|*^, and private 
propnetors would not venture on any enterprise in 
which such losses might be thrown on them by work- 
men over whom they had no control. Thus the 
municipal management of the streets undoubtedly 
affords an argument in favoin* of municipal trading 
which must be considered; for, obviously, it would 
be convenient if one authority only dealt with all 
questions , connected with the streets ; ‘aid the 
nuisance arising from conflicting authorities h&s been 
found to be quite intolerable when many compances 
have been competing in the same roadway. But 
■^en only one private company is allowed to supply 
the sameigoods or to perform the same service in 
a given area, the inconvenience is not necessarily 
reidly Serious ; because the public authorities; if they 
desire to do so, soon find a way of working har- 
moniously with the private proprietors, whose interest 
it certainly is to be on good terms with them. 
Moreover, when councillors are also the managers 
*of gas-wffi'ks, for example, they are, as" before 
remarked, acting in a dual capacity; and, if they 
dwell too much on their duties as gas manufacturers, 
they may neglect the duty they have to perform 
of seeing that the public are as little inconvenienced 
as possible by the employees of the gas-works. 
With gas-works in private hands, this latter duty, 
being the main obligation of the Local Authorities 
respeothig them, is unlikely to be neglected. It has 
been coi^dently asserted that, for this<^ reason and 
because private proprietors generally contrive to get 
their woric more rapidly performed than municipalities, 
the public are in re^ty le^ incoaveniraced fix>m 
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broken-up streets in towns where the gas->ro^' 
are owned by private companies than where^mey 
are municipalised.^ More unprejudiced evidence is 
required than we possess to settle this point; but 
it appears to me that the balance is sufficiently 
bven to make it safe to assert that this is not a 
strong argument in favour of the municipalisation 
of water, gas, electricity, and telephones. 

(14) The private rights now usually exercised 
by tramwky companies do, however, without doubt 
gfive ri* to more or less serious inconvenience; for 
highway authorities nnd private tramway companies 
both have to work on the surface, and they are^ 
therefore, more likely to come into collision witiK 
each other than wlien, as in the case of gas-works, 
the men employed by the public authoritity are 
working* mainly on the surface tod the jjrivate 
workmeh mainly below it. Corporations, it is true, 
have the whip fiand according to the law; but it 
is nevertheless not always easy for them to make 
private proprietors do what is necessary. In St 
Helens, Tor example, “it was found that The roaST 
“ had got into such a miserable state that the company, 
“ not being a strong one financially, the only way of 
“ putting the thing on a proper basis was to buy them 
“out.”® American experience confirms this view; 
for it has been reported that “whenever there was 
“ divided responsibility in the care or construction of 
“streets, there was contention.”* Sometimes it is 
desirable, for the public safety or for other reasons, 
to make miner alterations in the tram-lines, and all 
such proceedings are far easier if the highway 

» M.T.R., Qs. 3268, 3402. * md., Q. 3047. 

* “Report of Specie^ Committ^ Cities and Street Railways." Maasa- 
ehiuetts, 1898, p. 111. I 
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aii^oiity has the sole right of dealing with the 
su^&tce of the streets.^ The wiflening of streets 
and the construction of tramwa 3 ^ must often go 
hand in hand, and Corporations have spent large 
sums on such widenings when constructing tramways 
themselves ; sums which, it is suggested, they would 
not have spent if the tram-lines had been con- 
structed by private companies.’ * Which way this 
latter argument tells may well be doubted; for if 
any widening, taking all things into consideration, 
was worth the money spent on it, it shomd have 
been undertaken in all circumstances; whereas, if 
it was not worth it, the private control of the tram- 
ways might have saved the city in question from 
unnecessary expenditure. However this may be, 
the plan least likely to give rise to friction would, 
no ddubt, be for one authority only to prepare the 
street surface for traffic; and, as the Corporation 
must of necessity take care of the bulk of the 
street surface, it seems reasonable that they should 
take care of the whole surface, tram-lines and all. 

(15) liut this argument in favour of 'tramway 
lines being laid and repaired by Local Authorities 
does not necessarily tell in favour of the municipal 
management of the whole of the tramway business ; 
for, in the above-mentioned case of St Helens, the 
Corporation, after having bought out the company 
and after having put the roadway in good order, 
in reality leased the right to run cars on the 
tram-lines to another company. It may be mged 
that a company would not readily undertake to run 
cars on lines laid by a municipality because of the 
possibility of accidents for which tliey would not be 

, * M.T.R., Q. 1998 . | * * Ibid^ Q. aCKKX 
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to bkme. But a Local Authority would be 1^1^ 
for the results oi{ its own n^ligence with r^(fdrato 
the tram-lines, just as it is now liable in the case of 
omnibus accidents arising from its negligence with 
regard to the roadway ; and experience proves that, 
with suitable relations, tramway companies are as 
ready to run cars on municipal tram-lines as are 
omnibus companies to run vehicles on municipal 
roadways. The company might supply the rails, 
and mjght perhaps be responsible for repovting when 
they should be renewed, thus making the response 
biKty of municipalities as limited and as definite 
as possible. The right to run trams is usually more 
of the nature of a monopoly than the right to r(lh 
omnibuses ; and, although this diflerence might 
possibly justify the municipalisation of the one and 
not that of the other, the public ownership 'of the 
streets can haplly be said to necessitate any 
difference in the treatment of tlie two industries. 
Omnibus companies in Paris are subject to special 
taxation, and tramway companies running on muni- 
cipal lines might, in the same way, be maSe to ^y 
a special tax or rent Bdth would in these circum- 
.stances receive and pay for the benefits resulting 
from municipal expenditure. In Germany, where 
municipal management is not regarded with favour, 
the “settled policy is to liave everything pertaining 
“to the street and pavement pass into the owner- 
“ ship of the municipality at some not remote future 
“ time.” * The “ system under which the municipality 
“ both owns *and controls the whole surface of its 
“ streets, whether paved with other material or with 

_ ’ "Report of Special Committee, Cities and Street Railways." Massa* 
dmaette, 1888 , p. 80 . * | 
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'"V 

** UQji, and leases to a private company the right to 
“ run^ehicles over prescribed routes^n tracks therein 
“specially provided,” is “better and more logical” 
than the system under which private proprietors of 
tramways are responsible for the care of only part 
of the roadway; and nothing which has been said 
thus far tends to prove that this is not the best 
system which could be adopted.^ t 

(16) It will be convenient here to brush aside one 
or two arguments which have been brought forward 
for and against the municipalisation of tramways. 
The same fare is usually charged in the United 
States whether the passenger travels for a short or 
for a long distance, and, consequently, the long 
distance journeys into the suburbs are cheap. The 
congestion in the centre of large cities is, it is 
said, thus relieved by these privately managed 
tramways more effectively than Ijy means of the 
municipal tramways in the United Kingdom — those 
at Glasgow, for example, where the short joiumeys 

•Stnp cheaper and the long journeys dearer. Much 
might be written both as to the facts of the case, 
and as to the conclusions to be drawn from them ; 
but, as the difference between the two systems 
is mainly due to differences between the customs 
and circumstances of the two coimtries, and not 
to any inherent differences between public and 
private management, there is no necessity to discuss 
the subject here. On the other hand, it has been 
urged tliat the municipalisation of tramways would 
be “an aid to the wise distribution df population 
“throughout the town’s area”;* and, ki support of 

^ ‘‘Beport of Special Committee, Cities and Street Railways, ” Massa- 
chnsettfi^ 1898, p. 29. j « 

’ **^(nnioipal Government in Qreat^ritain,” Albert Shaw, p. 206. 
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such a view, it has been stated that municip^litfes 
would push theap lines into outlying districts jnore 
rapidly than private companies. Reasons will, 
however, be given in a subsequent chapter for 
believing that municipal trading would, as a rule, 
have the opposite ef^t; for, in comparison with 
what would be found under private management, 
such extensions Vrould for various reasons be less 
probable.. This is no doubt denied; and the 
advocates of Municipal Trade have re{^lied that 
J^cal Authorities should be and would be more 
willing than private companies to face the risks 
involved in running tramways into poor outlyigg 
districts ; a merit of their administration which 
bears a different aspect when interprefled as an 
assertion that Town Councils are more willing to 
speculate with the ratepayers’ money than are the 
directors of companies to speculate with their share- 
holders’ contributions. The prospect of making a 
profit is generally the best method of judging the 
needs qf the public in matters of logpmottfkv.^ 
and such prospective profits will usually be most 
accurately estimated by private proprietors. Thus, 
this argument tells against, and not in favour of 
the initiation of tramway enterprises by Local 
Authorities. Even if I am right in thinking that 
it would generally be best for municipalities to deal 
with the whole street surface, it would not follow 
that it would be wise for them to lay down any new 
lines until a responsible company had agreed to pay 
for a part or for all of the cost of construction, 
according td an agreed specification, and to take a 
lease of the miming ri^ts for a number of years.' 

i qI 8113 and 4886. 
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V 

We have, howev», been wandering some- 
what, tar £rom the point, namely, the special advim- 
tages of Municipal Trade which are felt with regard 
to monopolies of great public importance when the 
cost of the service is not easily estimated. The 
business of supplying pure water is certainly covered 
by this description. Its public importance is 
unquestionable, and it is, therefoi*e, an object for 
which it is justifiable to face considerable risk. 
In the centre of large towns it is an absolute 
monopoly, and private proprietors, if uncontrolled, 
would be enabled to charge rates entirely in- 
dependent of the cost of supply. But the most 
important point is that the cost of suppling a 
certain quantity of water in one locality is no 
criterion of the cost of supplying either the same 
amount in another locality or an increased amount 
in the same locality. In granting concessions to 
private companies it is therefore impossible to 
include clauses regulating the price to be paid 
Jnjc wat^ in all possible contingencies. The best 
that can be done, though it seldom is done, is 
to insert clauses giving ' the Local Authorities 
concerned the right to purchase the works at a &ir 
valuation; a subject to be discussed in chap. xiii. 
In the absence of such purchase clauses, and to 
a less extent when they have been inserted. Local 
Authorities may find themselves much at the 
mercy of water companies when any change 
takes place in the circumstances affecting the 
demand or the supply. For example, we hear 
of a “town in the north of England” where 
the watar supplied by a company was “extremely 
“luucd, and contain^ a ^nsidemble amount of 
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“salt” No doubt when the company was 
less attention was paid to such matters, and the 
quality of the water was not questioned. The 
company was paying “good dividends,” and it 
appears to have resisted the pressure of the Town 
Council, which was, no doubt, exercised with the 
view of forcing steps to be taken which would 
have had the effect of lowering these dividends 
without giving what appeared to the shareholders 
adequate compensation. “After very gueat exer- 
“tions, the Council were able to prevent the water 
“company ftom supplying from a source contami- 
“nated with salt; but cutting off this supply 
“caused 'the pressure in the mains to fall fhr 
“below what it should have been.”* Again, in 
such a case as the old private supply of water 
for Birmingham from neighbouring sources, it was 
probably soimd ^commercial instinct which led the 
directors of the companies concerned to hesitate 
to embark on such a scheme as that which is now 
being completed by the Corporation ; and it may be 
safely asserted that a private water supply 
never have been obtained from Wales because there 
would have been “no profit” in such an enterprise 
und^ any concession which would have be,en granted 
to private proprietors. When, as in this case, a 
new supply would be more costly than the old 
one, the only way to induce an existing company 
to develop this new supply would be to allow a 
higher water rate to be charged for all supplies, 
old and neAr; and, even if the company took no 
advantage of its commanding position, and merely 
proposed a reasonable addition to the water rate, 
* “Taction and 7ranamu8io4” Joseph A. Jeckell, April 1902, p. 238. 
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it ^ would be very difficult for the Local Authority 
to convince themselves that the addition proposed 
was reasonable. Probably even a greater difficulty 
would be to obtain the popular assent to any 
increase in the rate of payment to private pro- 
prietors. Other illustrations might no doubt be 
given of the difficulties concerning water supplies 
which must almost inevitably arise ^between directors, 
bound to make the interests of their shareholders 
their first, consideration, and Local Authorities and 
the public, who are often unable to judge of the 
fair price to be paid as compensation for new 
requirements. 

(18) As regards gas and electrical works, a 
knowledge of the cost of an existing supply will 
enable an expert to form a very fairly accurate 
estimate of the cost of an additional supply ; 
and, as compared with water-works, difficulties 
are therefore not so likely to arise, and less is to 
be gained by the municipahsation of these under- 
takings. The cost of producing goods of almost 
eve'iy Ascription no doubt varies considerably 
during the course of years from causes which 
cannot be foreseen. The concessions granted to 
electrical .works in England only confer rights 
for limited periods ; but, as regards gas-works, 
these bargains between the public and the private 
proprietors have unquestionably been made with- 
out sufficient regard to these probable changes, 
and they are apt in time to become unsuitable to 
the new conditions. This is objectidnable ; but 
under diiierent regulations the munscipalisation 
of gas-works would offer less advantage than it 
does at present^ v 
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(19) It has been urged with regard to watpT 
that it is “ important for the health of the fieople 
“that the supply should be in the hands of a 
“body which can have no motive for restricting 
“ it.” ’ This is a sound argument in favour of muni- 
cipal water-works ; but it is so only because of the 
peculiar circumstances which make it inadvisable to 
sell M'ater for honsehold purposes by quantity. If 
the water-rate depended on tlie quantity consumed, 
economy would result in dirt and ill-health in 
poor districts. It is, in fact, generally held to 
be* right both to thduce the lowest stratum of 
society to use more water, and to force them to 
pay more for it, than would be the case if the 
trade were regulated by the ordinary • economic 
laws of demand and supply. Any body, public 
or private, supplying water must have a pecuniary 
motive for rest^cting that supply if their receipts 
are independent of the quantity consumed ; and 
the above-mentioned undesirable tendencies will 
always be more or less felt. It must, ho weve r, be 
admitted that the actions of private pfqpn^rs 
are considerably more likely to be influenced by 
such economical motives than is the case with 
Local Authorities. Companies may be even 
more anxious than corporations to supply more 
Jwuses, but they will not be so willing to supply 
more water to each house. The interests of the 
shareholders and the interests of the public must 
be antagonistic on all such questions as those 
relating to *the size of house cisterns, and the 
introduction of the constant supply system. The 
feet that water should not be sold by quantity 

* “ The State in ita relation fo Trade,* Lord Farrer, 1683, p. 8j^ 
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Avoids one of the strongest arguments in &vour 
of municipal water supplies. 

(90) The municipalisation of both gas-works 
and electrical works has also been urged on the 
ground that the quantities sold will be greater 
under public than under private management, 
• with beneficial results as far as public health, order, 
and morality are concerned. »The advantages 
arising from the efficient illumination of streets 
and of the public staircases of workmen’s dwellings 
are obvious; and the proper lighting of private 
dwellings is perhaps even more important. But, 
if the gas-works are in private hands. Local 
Authorities can get as much gas for public 
purposes as they like to pay for; though, like 
private purchasers, the dearer the gas the less 
they will buy. If municipalities could manage 
such concerns better than private ^companies, they 
Would be able to supply the commodities manu- 
factured at less cost or with greater convenience 
to the public; and beneficial effects would un- 
douMed^ be experienced. Then, again,' if the 
result of mimicipalisatioh would be to divert 
some of the shareholders’ profits, and to make 
them fall into the public purse, it is obvious 
that this would enable Local Authorities to 
reduce prices without incurring a loss. Both of 
these are reasons which have been given for 
believing that prices will be lower and 
supplies more copious under public nuinagement. 
Putting these arguments aside for 'future con- 
sideration (see chaps, vi. and vii.), it only remains 
here to point out that it is certainly possible for 
Locid Authmities owning |;as-works, for example. 
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to stimulate sales by lowering prices and to make^ 
up for the deficiency thus caused by additional 
tucation. But if this additional taxation were 
levied whilst the gas-works remained in private 
hands, and if the proceeds were given as a bonus 
to the consumers of gas, precisely the same stimulus 
could be given at no greater cost. Such a lower- 
ing of the price bf municipal gas supplies would 
in fact btl a concealed bounty, which hardly any- 
one would now defend. There may, for Example, 
be less risk of fire with gas than with oil lamps; 
buf it would indee(f be grand-motherly legislation 
to attempt to lessen such risks by giving a bounty 
to gas consumers and refusing to give a boun^ 
to oil consumers.' Or again, to allude to the 
argument in favour of municipal tramways already 
discussed, when we hear of a Corporation buying 
land at a considerable distance from the centre of 
the city, constructing a tramway to it even 
though the district was one “that no tramway 
“company would go to because it would 
and building cottages thereon, the wisdom of this 
proceeding begins to appear doubtful when we 
perceive that it amounts to giving a bounty to 
certain individuals to induce them to reside in a 
locality they would not otherwise inhabit.^ To 
lower prices at the expense of the ratepayer 
cannot be right; and if the arguments in favour 
of Municipal Trade which are based on the 
copiousness of the supplies of gas and of other 
goods sold by quantity are sound, it must be 
either because municipal management is generally 
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^perior to private management, or because muni- 
cipddsation presents some inherent financial 
advantages; in fact, it must be because of reasons 
which would tell in favour of the municipalisation 
of almost everything, and which cannot, as we 
shall see, be sustained. 

(21) Thus we see that, with enterprises 
under private management, financial questions 
may become too prominent ; for, with ?a private 
company,* the earning of a dividend for the share- 
holders must be the main consideration held in 
view by the directors. When 'competition is ftee, 
the consumer will get the best possible value for 
hYs money from the unrestricted private trader; 
but, in the case of monopolies in private hands, 
the State must regulate prices, and, rather than 
attempt any such regulation, it may be wiser for 
a municipality to manage the .monopoly itself. 
This argument for municipalisation tells most 
strongly when the cost of the work is not easily 
estimated, and when questions connected with 
hei3tH,'~public order, morality, and convenience 
are concerned. Thus many advantages arise from 
the public management of baths, markets, 
cemeteries, and slaughter-houses. The case for 
public harbours is not necessarily so strong, and 
is much strongest when new works have to be 
initiated. There are special reasons for the pubUc 
management of water-works; but, in this and in 
the above-mentioned industries, the considerations 
here dealt with do not point to any advantage 
from the direct employment of labour on construc- 
tion, etc. When we come to gas-works, electric 
works, telephones, and tramWys (except as regards 
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the care of the roadway), the case in favour ot 
Municipal Trade becomes far more feeble; and the 
arguments here adduced give no support to 'the 
municipalisation of competitive industries. 
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B 

(1) In considering the general effect of Municipal 
Trade on local administration, we find here, as 
elsewhere, that there are opposing forces at work. 
Without doubt certain beneficial influences are 
hiought into play by entrusting public bodies with 
trading enterprises. The sense of ownership gener- 
ally felt by citizens' when they see large works 
undertaken by a body directly elected by themselves 
must stimulate their interest in civic af&irs; and 
this increase in their interest must react on the 
elected body, and thus produce beneficial results. 
Any increase of the responsibility thrown on any 
EngjSsh' governing body produces a corresponding 
tendency towards increased exertion ; and municipal 
enterprise will in this manner tend to raise the tone of 
Municipal Coimcils. In London considerably more 
than half the voters will not, as a rule, even take the 
trouble to record their votes at by-elections, and it 
has been urged that they would be aroused from 
their apathy by an extension of municipal enterprise. 
Although many may doubt the wisdom of placing 
much reliance on the possibility of thus increasing 
the interest of the public in local aifiairs in the 
Metropolis, and their doubts may be even greater 

in the case of smaller towks, yet it can har^y be 
* 
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denied that Municipal Trade do^ do something 
towards stimulating municipal activily. ^ 

(2) On the other hand, many harmful influences 
are set in motion by the public management of 
industries, and it remains to be considered whether 
the net result on municipal administration is, on 
the whole, beneficial or harmful. Some of the 
subjects here deak with are of comparatively little 
importanc^; and these will first be discussed. But, 
in discusinng them, it must be remembered that 
all the weights, big or small, required to make up 
a given total, must 4)e put on the scales before we 
can tell whether the object weighed is or is not 
over weight. 

(8) Anjdihing whatever which creates^ a sense 
of injustice or discontent 'amongst citizens has 
a tendency to weaken the authority of the adminis- 
trating body, and thus to produce certaiii liarm- 
ful influences ; * and this is true, even if the 
acts producing the discontent are really just. 
Municipal Trade certainly creates a sentiment of 
dissatisfaction with the existing suffrage Taws, 
which were framed wiDiout any regard to this 
extension of the functions of Local Authorities. 
In England, and in most democratic countries, the 
voting power of the individual is now the same 
whether he contributes much or little towards the 
public expenditure; and this condition of things 
is defended on the grounds that the rich suffer 
as little or even less than the poor from the 
taxation imposed, and that, as the maintenance 
of law and prder is the main ftmction of a govern- 
ment, all are equally concerned in its adminis- 
tration. Again,* shareh4ld^, and other corporate 
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aontributors, have, as a rule, no voting power 
whatever, a condition of taxation without repre- 
sentation which is justified on the ground that, if 
not residing in the place, shareholders are not con- 
cerned with the primary functions of the local repre- 
sentatives and have no personal knowledge of them. 
Whether these arguments would or would not 
be sufficient to justify the English suf&age laws, 
if there were no Municipal Trade, will not here 
be discussed; but certainly they are illo^cal where 
it is widely undertaken. In many cases when 
money is raised to establish municipal industries, 
all citizens are certainly not equally concerned in 
the results; and the wider the extension of the 
field of -municipal enterprise, the more probable 
will it be that som6 of the undeiiakings under 
public management will only supply a small section 
of the community. As municipalities are not bound 
to supply all customers when they municipalise any 
trade, it is even possible that a citizen may be forced 
to contr ibute to the undertakings, and, though a 
resident,' may be refused a supply firoih them. 
Moreover, where an industry is established for 
tJie sake of making a profit, and thus reducing the 
raies, the desired results will affect taxpayers 
exactly in proportion to their contributions, and 
not equally, as may be the case with many 
questions affecting law and order. And, lastly, 
some risk must be incurred by all who, in the case of 
the failure of any municipal enterprise, may be called 
on to help to make good the municipal revenue, 
and shareholda:s in ratepaying compai^ies are con- 
cerned in the results of Municipal Trade whether 
resident or not Thus tAe argufnents for “one 
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“man, one vote,” which depend on the equality of 
interests, become very weak if much public mopey 
is spent or risked in the municipalisation of trades 
which are not of very general utility ; and, in these 
circumstances, the fact that all ratepayers have equal 
voting power then produces a sense of injustice. | 

(4) Thus taxation is more likely to be resented 
when the proceeds* are devoted to trade purposes 
than whet they are utilised in ordinary civic 
expenditure. “ An examination of the rate-book of 
“ a northern manufacturing town shows that four- 
“ fifths of the rates are paid by one-fourth of the 
“ constituency. This one-fourth includes colliery, 
“ manufacturing, and railway companies,” the majority 
of the shareholders of which have no votes, and 
“no power of influencing local opinion. The other 
“three-fourths consists entirely of working-people 
“occupying housQ^ rated at £H a year and under. 
“ The rates of these houses are compounded for by 
“ their landlords.” ' This condition of things raises 
very important questions, not only in con ppctio n 
with the justice of our methods of representation, 
but also as to the incentives to municipal economy. 
There are many who believe, as I do, that the 
unrated householder may fairly be said to pay his 
full share of the rates in an indirect mamier in the 
long run and on the average ; but, the fact that he 
does not pei-ceive that he is contributing to the civic 
expenditure produces a marked tendency to public 
extravagance. This evil would become mofe serious 
if Municipal Trade became more widely extended. 
The unrated • voter may clamour for cheap gas 
-from municipal gas-work^, or low tramway fiires 

‘ “Traction and Transmiaaion,” Dixon H. Davica, October 1901, p. 09. 
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on municipal tram-lines; and, if prices and fares 
are reduced below a certain level in consequence 
of his demands, a loss must fall on the town, and 
that loss must be made up out of taxation. In these 
eircumstances the unrated voter may perceive that 
this deficit is largely made up out of the pockets 
of the minority of rich ratepayers and unrepre- 
sented shareholders ; but he will i^eldom realise that 
some of the burden falls back on his owi? shoulders. 
Municip&l Trade will certainly increase the evil 
effects of the compounding system, and such 
considerations open up a wide vista of possible 
dangers. 

(5) A very definite sense of injustice is aroused 
when Municipal Trade enters the field of com- 
petitive industry. In these circumstances the rate- 
payer may find himself forced to contribute, or, at 
all events, obliged to run the risk of such com- 
pulsion, in order to establish a rival to himself 
in his business, a competition from which he may 
s uffer m aterial losses. Railway companies frequently 
pay rates to Local Authorities managing extensive 
tramway systems, which now constitute their most 
formidable rivals as regards local traffic.^ Repre- 
sentations have actually been made on behalf of 
associations of ironmongers protesting against the 
sale and hiring out of gas-stoves by municipalities, 
especially as the rates charged were stated to be 
such as to render competition impossible.^ As 
regards the creation of a spirit of discontent against 
the civic administration, it is hardly* an answer to 
urge that the retailers have lost but«little by this 

^ See Timet, 2nd September ,1902. 

“ M.T.R, Q. 2969. 
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municipal competition, whilst the private manu- 
&cturers of stoves have gained considerably, jeven 
if the latter assertion can be substantiated.^ More- 
over, municipalities may not in future limit them- 
selves to the mere sale of accessories ; and complaints 
have already been made against the exceptional 
authorisation obtained by the Sheffield Corporation 
Ibr the manu/actm^ of electrical fittings. No doubt, 
as the law stands, private companies managing gas 
and electrical vrorks might manufacture fittings, and 
sell them at very low rates in order to stimulate the 
sale of tlieir main pl-oduct; and they might in this 
manner inflict loss on private rivals. The same 
complaint may, therefore, be brought against Ix^h 
public and private competitors ; but such c0mplaints 
against private competitors would not create any 
feeling of discontent against local administrations; 
for such competition would not subject any one 
to the risk of additional taxation. The dissatisfac- 
tion caused by the competition of municipalities, 
with, thejr many advantages in the strugfirlt ; *^ ^ f or 
trade, is aggravated in some mind^ by the fact that 
Local Authorities are, as compared with private 
proprietors, especially protected from vexatious 
litigation.^ 

(6) Municipalities have certain powers of 
inspection, and exercise certain quasi-judicial 
flmctions; and, whenever these powers are used 
in ways which might possibly tend to the advance- 
ment of Municipal Trade at the expense of private 
trade, suspiciohs as to the impartiality of the Local 
• 

> Qs. 3079, 3089. 

* Public Authoritiea Protection Act. See « Traction and Transmission,” 
November 1901, p. 163. . 
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* 

Authority will certainly be aroused. For example, 
the Corporation of the town of Blackpool, where 
the tramways are municipalised, refused to issue the 
necessary licenses for certain omnibuses, thus freeing 
their own enterprise from this competition; and, 
even if this obvious consequence of their action had 
in truth no influence on their judgment, it would 
be almost impossible to convince the omnibus 
proprietors of this fact.^ Somewhat the stteie senti- 
ments may be aroused when a municipality both 
owns the gas-works and is charged with the duty 
of testing gas-meters, as is tlie case in Englafid. 
T^e mere creation of discontent against the civic 
administration is to be avoided ; but in these cases 
far more Objectionable results may follow. To create 
an impression that a public body is not impartial 
is the first step towards making it partial. For this 
reason alone there are grave objections to the com- 
bination of certain administrative and business 
functions in the same hands, which must often take 
plaoat ladien municipalities undertake the ,manage- 
ment of trades; and otlipr reasons for coming to 
the same conclusion will be given in a subsequent 
chapter. 

(7) There is yet to be noticed another cause of 
possible discontent arising fix)m Municipal Trade, 
though in this instance it is only aroused against 
neighbouring municipalities. This is, however, 
very objectionable, as it renders harmonious co- 
operation for various objects less probable. The 
private owners of tramways, gas-works, etc., are 
as a rule willing to enlarge the area ofrtheir opera- 
tions so as to cover all profitable, ground without 

** » M.T.R., Q. 2809. 
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reference to civic boundaries; but the promoters of 
such enterprises would not generally find it worth 
while to establish works in outlying districts if they 
were excluded from the more profitable centres. 
Cities with municipal trades under their manage- 
ment are also as a rule willing to trade beyond their 
boundaries if such operations, undertaken as adjuncts 
to their own enterprises, would be likely to prove 
profitable^ but usually they refuse to give to the 
Local Authorities of these outside districts any share 
whatever in the management. Taking the case of 
trdhaways as an example, it follows therefore that 
these outside districts may find themselves forced 
to face the following alternatives: (1) no tramways 
whatever; (2) the establishment of an uif^rofitable 
municipal tramway ; (8) or the control of the tram- 
ways within their boundaries by the elected authority 
of another district. The compulsory establishment 
of Joint Boards nominated by the different Local 
Authorities concerned will be considered in a subse- 
quent chapter; but, taking things as they «i:e, it 
is obvious that large rauqicipalities must acquire in 
such circumstances a great hold over contiguous 
districts, and that discontent is likely to be aroused 
against their too powerful neighbours in these out- 
side areas.^ 

(8) The foregoing objections to Municipal Trade 
may not be held to be very serious ; but they should 
count for what they ajfe worth. Passing on to 
more weighty matters, it is urged that Municipal 
Trade throws a great amount of additional work on 
Local Authbrities, and that this has two distinct 
evil consequences : it lessens the time which these 

M.T.R., Q. 8419. j 
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bodies can devote to their primary and essential 
duties ;* and, by increasing the unwillingness of busy 
men to devote their time to public affairs, it lowers 
the average administrative capacity of Local 
Authorities. Taking the latter objection first, it 
is stated in reply, that even in towns where there 
is much Municipal Trade, there are always more 
candidates than vacancies, and consequently there 
are plenty of men from whom to seldct repre- 
sentatives. No doubt, there are always plenty of 
persons willing to serve on the Councils of large 
cities; but this is not the case in smaller areas. 
Apd, even where it is the case, it is no answer to 
the argument now under consideration. That a 
man is willing to become a candidate is but a feeble 
guarantee of his fitness to become a Councillor. The 
man who has retired from business, or from whom 
business has retired, may be willing to offer his 
services in spite of the possibility of considerable 
calls being made on his time ; whereas the younger, 
moBMuccessful, or more able traders or professional 
men may well be deterred from joining a Municipal 
Council on account of any increase in the work 
thrown on that body. It may be that there is 
already “ a growing tendency on the part of leading 
“men in all professions and businesses to abstain 
“from taking part in the public administration 
“ of our large cities ” ; and, even if this is not 
the case at present, it might well become true 
if additional duties were undertaken by Local 
Authorities.' Yet this is the class oi men whose 
presence is most necessary, especially 'if Municipal 
Trade is to be undertaken; and their absence 

^ * "Traction and TrangmiaBion,” July 1901, p. 205. 
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must lessen the business capacity of the Local 
Authorities. 

(9) As to the second of the above-mentioned 
effects of municipal trading, it is obvious that any 
new business must lessen the time available for 
the original duties of Local Authorities, unless 
either the total number of hours of work, or the 
number of representatives is increased; unless, in- 
deed, it be possible to make better arrangements 
for the performance of the work than thosfe existing 
at present. As to increasing either the number of 
hours devoted to ciWc work by councillors, or the 
number of elected representatives, the considerations 
suggested in the foregoing paragraph point to <he 
conclusion that the result would be the election of 
administrators somewhat less efficient on the average 
than those now elected. As to the possibility of 
gaining much time by improved methods of work, 
this could only be done to any considerable extent 
where the methods of administration are now de- 
fective;, and an increase of work might make any 
reform in this direction less probable, because it 
would tend to lower the business capacity of the 
body elected.^ Lastly, it has been suggested that 
thie number of representatives might be increased 
without evil effects if they were paid; but the 
objections to paying moderate salaries to men 
elected to perform technical duties is far greater 
than the objection to paying representatives whose 
main duties are to represent the wishes and griev- 
ances of thSir constituents, and to attend to the 
more simple matters of administration. 

(10) On all these questions the evidence is 

>M.T.R.,Q. 784, 
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conflicting. My own impression is that the evil 
effects^ of Municipal Trade, due to the influence 
of the extra work thus thrown on Local Authorities, 
is not likely to be very serious in large cities if this 
trade is not very extensively undertaken ; but that 
a wide extension of municipal industrial enterprise 
would produce a marked deterioration in the business 
capacity of these bodies; and that, whether this 
would or would not be the case, the ordinary civic 
duties would, in these circumstances, be less efficiently 
performed.* 

(11) If municipalities undertake trading enter- 
prises, they must become involved in labour disputes 
and in questions affecting trades unions; and this 
is objectjpnable in many ways. Party spirit, which is 
always too apt to make itself felt in local affairs, will 
thus certainly be increased. Trades unions will 
endeavour to capture Town Councils for the sake 
of enforcing the rates of wages and the conditions 
of employment recognised by them both on Local 
Authorities, and, through them, on manufacturers 
in gSheral. If municipal contests are fought on 
such grounds as these, the councils elected will 
certainly be not so well suited to perform their 
ordinary administrative duties; and the dislike of 
having to deal with such questions will prevent 
many suitable persons from presenting themselves 
as candidates.’ 

(12) A far more serious objection to municipal 
trading is the tendency to municipal corruption 
which the existence of a number of employees 
paid directly by municipalities must produce. It 

1 M.T.R., Qs. 1548, 1666, 8086, 8468, 3119, 3476, 4117, 4S61. 

* See 2Vm«^ loth September 190S. ' 
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is obvious that there must always be a temptation 
for voters in the pay of a governing body to ufie their 
votes on personal and not on public grounds/ and 
for the elected authorities to give away places as a 
reward for political services. These demoralising 
influences must always result from the direct 
emplo 3 maent of labour by a democratic government, 
and this danger has frequently been pointed out 
by prominent authors. For example, Mr Lecky, 
speaking of the pressure put on Members bf Parlia- 
ment to raise the wages of public employees, says 
that “ it would be ^Scarcely possible to conceive a 
“habit more calculated to demoralise constituencies 
“ to the core, and more certain, if it spreads widely, 
“to destroy all sound patriotic feeling in the 
“ nation.” ' With reference to the difficulty of deal- 
ing with a large class of public servants, the late Lord 
Farrer wrote that “no one who has watched the 
‘^pressure which the services can bring to bear on 
“ Government through the medium of Members of 
“Parliament, will undervalue this danger.”® And 
Leroy-Beaulieu urges, in the same spirit, that State 
railways in France woufd certainly be used as a 
means of electoral pressure and corruption.* In the 
regulation of our public affairs, these warnings have 
received but scant attention. 

(18) The possibility of corruption arising from 
State-paid laboiu* must be obvious to every on^ ; and 
it is evident that the letting of houses and market 
stalls by Local Authorities gives them opportunities 
of using ille^timate influences over their tenants.* 

* “Democracy and Liberty/’ Lecky, vol. ii. p. 387. 

* "The State in its Relation to Trade,” T. H. Farrer, 1883, p. 108. 

* "L’Etat ]ifodeme«t ses Fonctions,” P, Leroy-Beaulieu, 1890, p. 132. 

* M.T.R., Q. 2431. 
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But some of the more subtle evil effects, which are 
thus produced, are not so readily recognised. When 
the question is considered in the abstract, probably 
the majority of men who work for wages, or at 
all events a large minority, rightly or wrongly think 
that their services are not adequately rewarded; 
and, in consequence, demands for increase of pay 
often have, in the minds of the ' applicants, merely 
tibe appearance of demands for justice. An 
organisation to secure just treatment by a public 
authority is not readily condemned by public 
opinion ; but an organisation amongst Stkte 
employees, the main object of which is to obtain 
bdlter terms of employment for its members, has 
at least*- the effect of encouraging the vote being 
given on personal grounds, and not with the view 
of securing the public welfare. Cases have already 
been recorded in England of muiiicipal employees 
issuing an appeal to the electors in support of 
particular candidates at elections pledged to support 
their interests.^ With the introduction, of this 
habit of mind, the demoralisation of this portion 
of the electorate commences ; for the question 
whether each demand is just or not soon falls into 
the background, and the vote comes to be regarded 
as something which should not be given except for 
value received. 

(l^i) Statistics appearing in the Lahow Gazette 
prove that there are frequent and great fluctuations 
in the rate of wages of workmen in private* em- 
ployment; and, if the wages of public employees 
are to be kept at the same level as private wages, 
they must rise and fall also from tiiqe to time.’ But 
* Turn, loth September 1902. * Timts, 10th September 1909. 
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it can never be right to allow the decision on such 
questions to be in the slightest degree influenced 
by the threat, or even by the possibility, of votes 
being afiected thereby. W eak candidates are, 
however, tempted to make promises on this subject, 
and such promises are demoralising both to them- 
selves, and also, by suggesting the cash value of the 
vote, to the electorate. Votes can, no doubt, be 
won in this way, and the evil effect will be intensi- 
fied where there exist organisations or agitations tor 
obtaining better terms of emplojonent. Associations 
of |)ublic employees, when not influenced by corrupt 
motives, are generally directed by the men who are 
most impressed by the insufficiency of the rewards 
for their services, and their demands will, tm a rule, 
be carried beyond the limits of what is reasonable. 
When wages are falling, leaders of this type will 
be unlikely to, determine on rational grounds 
whether it is wise to submit to a reduction. It 
follows that, if representatives regard the question 
merely from the point of view of what is right, 
an elected body employing labour must frequently 
find it necessary to refuse to grant the requests, 
and to act against the wishes of their employees, 
whether expressed individually or collectively, as is 
now often the case. The more conscientious the 
representative the more likely is he to take a 
prominent part in urging the refusal of ui^ason- 
able demands and thus to earn the displeasure and 
the consequent loss of votes of the municipal 
employees. * Those who oppose excessive ex- 
penditure e^en on remunerative enterprises would, 
moreover, often ^hare the same flite ; for in the case 
where, for e3»mple, we hear of the advocacy of 
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new baths being ‘‘regarded as an excellent bid for 
“the .working-class vote in the district concerned,” 
we may be sure that the conscientious opponent 
on economical grounds of such expenditure would 
lose popularity in proportion to his opposition.^ 
In these ways a premium is placed on the return 
of the least scrupulous man or party, and this 
must in time produce a detrimental effect on the 
character of any representative body when there 
are many voters in its employment.® 

(15) When there are many rate-paid voters, not 
only are high-minded men less' likely to be elected, 
but they are decidedly less likely to seek election. 
Every one likes to fight on even terms, and the 
terms will not be even when an honest man is con- 
testing a seat against an unscrupulous opponent in 
a position enabling him to exercise illegitimate 
influence over many voters. Moreover, all right- 
minded men must dislike the necessity of refusing 
applications from employees for higher wages or 
better terms of employment. Thus, as. a rule, 
conscientious men will find both the election to 
and the service on a representative body more 
unpleasant if it has to deal directly with many 
employees ; and the amount of unpleasantness which 
most men are willing to face for the public good is 
strictly limited. The evil effects of the unwilling- 
ness® the part of many high-minded citizens to 
undertake public duties is clearly seen in America, 
where it is widely felt ; and it would be a national 
misfortune if a distaste for service on Municipal 
Coimcils became a common sentiment hi England; 


‘ Timet, 18th September. 
* M.T.E., Q. 8476. 
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a result which the introduction of municipal trading 
on an extensive scale would certainly have .some 
tendency to produce. No country in the world can 
compare with England as regards the wide powers 
conferred on Municipal Councils, combined with 
the high character of the representatives serving on 
them; and our exceptional position should not be 
imperilled except fdr very grave reasons. 

(16) Moreover, the demoralisation due tb the 
absence of high-minded men from elected bodies 
is often like a disease which tends to spread. 
Those who are desifous of influencing votes by 
any objectionable methods will dislike the presence 
amongst the leaders of their party of men mrfie 
scrupulous than themselves, who may stand* in the 
way of their schemes. Where party organisation is 
powerful, the existing members of a representative 
body have great^ influence in the choice of new 
candidates, and the disease will spread by the exer- 
cise of this influence to keep off the Council 
“ faddists ” or men “ with no knowledge of business,” 
as the more conscientious will be called. 

(17) The foregoing paragraphs indicate some 
of the more subtle of the evil influences under 
discussion. Of the more obvious demoralising 
factors, the dfect of patronage is the most 
prominent. Applicants of nearly equal merit will 
often present themselves in competition for a jptace, 
and in such cases the tendency of the majority to 
favour the man of their own particular political faith 
is difficult to rbsist. The habit of giving favourable 
consideration 4x> the claims of party followers is very 
readily establish^, and the more opportunities 
there are for such political nepotism, the more people 
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will get used to the idea, and the less they will be 
shocked at it This is the first step in the down- 
ward path leading to corruption. It is easy to pass 
from this state of mind to one in which it appears 
justifiable to “placate” the rate-paid voter because 
his vote is necessary to maintain a certain party in 
power; and this view may be advocated in the 
honest belief that the defeat of the party in question 
would ’be a public misfortune. Thus by downward 
stages f^e pass on to the spoils system, when, 
not only are all places filled by applicants of the 
approved coloiu, but men are tirnied out of their 
employment to make room for political partisans, 
aii^ the principle of “the spoils for the victor” is 
openly advocated. The last stage in the degradation 
is when the voter is corrupted for private ends, 
and for the sake of filling the pockets of the elected 
representatives with public plunder — a stage hardly 
ever reached in England. 

(18) It has been seen in a previous chapter 
that there is a tendency for municipalities to pay 
their officials lower salaries than those given by 
private firms, and this also is said to be a circum- 
stance having a corrupting influence. Without 
doubt, discontent increases the temptation to dis- 
honesty. In the United States, for example, the 
legal advisers to the cities are generally ill paid, 
and, ,4° consequ^ce, they are apt to pander to the 
great private companies with which they have 
dealings, in the hope of being transferred to more 
lucrative employment under them;^ dnd somewhat 
similar influences are likely to be at* work when 
trading concerns are placed under public manage- 
^ * The Independent, Stli May 1897, p. B70. 
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ment. Moreover, when anything like the spoils 
system exists, the uncertainty of tenure of. muni- 
cipal employees will increase their temptation to 
n^lect the true interests of their employers, the 
public, and thus to fall under corrupt influences. 

(19) When any reliance is placed on the votes of 
municipal employees, the party in power is naturally 
tempted to increase the number of such votes, and 
to favour the policy of municipal enterprise* when- 
ever an opportunity occurs.' In all circuihstanccs, 
on the other hand, but especially when the ad- 
ministration is not pure, it is easier to municipalise 
any industry than to take the same business out 
of public control when once it has been plaied 
there. The reason is that neither public no* private 
administrators like to abandon their powers ; private 
owners, when their works are bought by the publie, 
have in many cases, no choice about the matter; 
whereas a public *body can only be made to abandon 
any enterprise by the foree of publie opinion, and 
that force will be ignored as long as possible if 
the party in power feel that the loss of oppor- 
tunities of influencing the* votes of their employees 
may injure their prospects of re-election. False 
steps in the direction of municipal enterprise are 
hard to retrace, and all steps in that direction 
should therefore be taken with especial care. 

(20) The foregoing paragraphs prove th^ the 
disease of municipal corruption, in so &r as it is 
due to municipal enterprise, does not tend to work 
itself out in time. We have just seen that, 
direetly the^eleeted representatives begin to rely 
on controlled votes, they will be tempted to adopt 

» M.T,E., Q. 3643. 
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the policy of increasing the number of voters in 
the pay of the public. This increase of patronage 
will increase the forces tending to corrupt the 
administration, and will thus dimin ish the chances 
of the elected body being composed of high- 
principled representatives; and the more unscrupu- 
lous the governing body, the more advantage they 
will reap from the attempt to 'control the votes 
of theii- employees. Thus we find ourselves in a 
vicious circle. Corruption tends to increase the 
number of controlled voters; and an increase in 
the number of controlled voters tends to increase 
corruption. The tendency is for corruption to go 
frOA: bad to worse, and for the disease to become 
chronic. « 

(21) All that has been said thus far tends to 
prove that an increase in the number of voters in 
the pay of the community increases the danger of 
corruption. The replies that can be made to these 
arguments must now be considered. In the first 
place, it has been urged that the ballot is a complete 
protection to the voter, and that, under proper 
laws, no corrupt pressure* can be brought to bear 
on him. It may be worth noting that, when 
corruption becomes very rampant, little reliance 
can be placed even on the secrecy of the ballot.^ 
But, putting this aside, it must be remembered 
that Stijs the voter himself who becomes demoralised, 
and who therefore deliberately gives his vote on 
personal grounds and under corrupt influences. 
Against this evil the ballot can be *no safeguard 
whatever. Moreover, influences may «be brought 
to bear on rate-paid voters to make them promise 

• * “American Commonwealth,” Bryce^ note onp. S02, vol. iii. 
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their votes ; and, if such efforts are successful, 
they are certain, in spite of the ballot, to have a 
very considerable influence. It is, for Anglo-Saxons 
at all events, pleasanter to tell the truth than to 
tell a lie; and where, as is so often the case, there 
is great apathy concerning municipal affairs, a 
large proportion of the promises given will be 
kept without any consideration as to the questions 
really involved in the vote. The ballot isj, hi fact, 
very little protection against municipal corruption. 

(22) Then, again, it has been urged that those 
who object on the fdregoing grounds to the muni- 
cipalisation of tramways or gas-works, for example, 
should logically also object to any other instituti^fls, 
such as schools or the post-office, being* placed 
under public control; for the corrupting influence 
of State-paid voters must be the same whatever 
their occupation^ may be. Bu^ if each case is 
judged on its own merits, the advantages being 
balanced against the disadvantages, there is nothing 
illogical in advocating the municipalisation of some 
services whilst opposing it in other cases. The exis- 
tence of a powerful organisation of school teachers, 
one object of which is to influence Members of 
Parliament, has some evil consequences: for, with- 
out doubt, if it did not tend to make the teachers 
gives their votes on personal grounds, it would not 
be powerful. But the advantages of State spli^ols 
are so great as to considerably outweigh, this and 
the other evils of State education. In fact, the 
argument may well be turned the other way. 
There are many services which at present are 
wisely placed under State management: there are 
others which might very possibly be municipalised 
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with advantage; and, because this is the case, we 
ought .to avoid State management in all doubtful 
cases in order to mitigate those evils which are 
likely to be more and more felt as the number of 
voters in the pay of the community increases. It 
has, moreover, been suggested that much the same 
demoralising influences as those arising from Muni- 
cipal Trade are felt when any ' class of the com- 
munity advocates a Parliamentary bill affecting 
their penonal interests ; and that no one proposes to 
prohibit such an advocacy. This is, however, mere 
special pleading ; for the existence of an evil which 
caimot be prevented is no argument against trying 
to'initigate a similar evil which is under our control.* 
(28)* It may be urged in reply to the foregoing 
contention that, even if all the quasi-monopolies 
were municipalised, the number of voters in the pay 
of the community would not be sufficient to be a 
cause of municipal corruption; because this would 
only be the case if the number of corruptible voters 
was sufficient to affect the results of elections. But 
this contention is not sound. Close contests nearly 
always occur in a considerable proportion of the 
wards, and whenever the transference of a very 
small number of votes from one side to the other is 
likely to affect the result, the pressure of the rate- 
paid voter must have a demoralising influence. 
WhiJije the number of rate-paid voters and those 
influenced by them is really not enough to turn the 
scale, the fact that this is the case cannot be known 
for certain till after the contest is *over, and the 
desire to get all possible votes, even i^the question 
of municipal employment is not prominently before 


> M.T.R., q. 3766, 
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the electorate, will drag demoralising promises from 
weak candidates, and thus tend to lower their tone 
and the tone of the contest. A small body of 
disciplined voters, and an even smaller number 
of disciplined canvassers, like the Edinburgh 
'Municipal Workers’ Committee,' will, however, 
often be able to af!fect the result; and, for the 
following reasons,* this is especially apt to be the 
case in municipal contests. Where there *e only 
two well-marked political parties, there is always 
a tendency for the voters to divide themselves 
into two approximately equal Camps; because the 
discontent due to the acts of the party in power 
tends to gradually increase the number of /tbn- 
stituents favourable to their opponents until* a swing 
of the pendulum occurs. Now, if municipal parties 
are organised on national party lines, it often happens 
that the discontent due to the action of the dominant 
party on the Council has not much effect in altering 
this approximate equilibrium, either because national 
affairs are more interesting, or because only a small 
fraction of the voters are directly affected by 
municipal misrule. Thus a corrupt party in a 
municipality may be able to keep themselves in 
power for a long time by controlling a small 
margin of the voters; or their hold may be so 
strong that they can only be turned out by their 
own methods, a defeat which would merely insult 
in the advent to power of another corrupt organisa- 
tion. It is, moreover, important to note that the 
number of voters in the pay of municipalities will not 
be small if ^he policy of municipalisation is pushed 
very far. In Glasgow the number of voters in 
^ See Times^ 10th September 1909, • 
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the pay of the municipality probably amounts to 
about per cent, of the total electorate, and the 
proportion actually coming to the poll may be 
even greater, amounting, possibly, it is said, to 
tom 10 to 18 per cent, of the total vote cast.* 
Since all voters in similar employment are likely 
to combine together to protect their interests, we 
should consider the number of* State-paid rather 
than Ihe number of rate-paid voters ; and in 
Victoria, 8 per cent, of the adult male population 
are already in the pay of the public,® whilst, if 
our Government took over the railways, about 5 
per cent, of the adult male population would thus 
paJ^'‘into State employment.® These considerations 
are sufficient to prove that the arguments as to 
corruption cannot be neglected on the ground of 
mere numbers. 

(24) Our local institutions are, ^we may be told, 
nearly irreproachable, and, experience being the 
safest guide, the danger of corruption should not 
prevent us from adopting a bold municipal policy. 
In the foregoing discussion we have, no doubt, been 
considering some influences which have as yet been 
little if at all felt in the United Kingdom. But 
we must remember that, except in a very few 
towns, the number of rate-paid voters is small 
compared to what it would be if even the more 
mo^];^te advocates of municipal enterprise had 
their way. Municipal Trade is, moreover, a new 
growth, and, as the evil influence of voters being 
in the pay of an elected body for which they have 

1 M.T.R., Qs. 2772, 3446-3462. 

* Democracy and Liberty,” Lecky, voL<i. p. 467. 

• “The Railways and the Traders,” W. M, Acworth, p. 2, 
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votes has been shown to be cumulative in its 
action, we should not rely on past experience as a 
guide for the future. The attention which the 
public are likely to give to municipal works for 
some time after they have been purchased from 
private owners is another reason why corruption 
is less likely to arise in the early days of municipal 
enterprise; for public opinion is always a force 
tending to keep tilings pure, and it is oqljr when 
it becomes languid that “jobs” are likely to pass 
unnoticed. For all these reasons, we must not build 
confidently on the existing purity of our local 
administrations in framing our policy for the 
future. ^ 

(25) Moreover, few will be bold endiigh to 

assert that our local administrations are perfectly 
pure, and, wherever the germs of corruption exist, 
there the disease may at any time break out. 

Candidates may now rarely “ make a point of 
“ bringing before the voters the special claims of 
“the employees of the Corporation” for better pay 
or shorter hours; but i^ is done sometimes, and 
this, as we have seen,, is the first step in the 

downward path.' .lobbeiy with us may be in- 

firequent and of a mild type; but jobbery does 
exist, and, with a great increase in the number of 
rate-paid voters, the danger of it slowly degen^at- 
ing into absolute corruption would be verj;,^eat. 
But, in any case, the evils glaringly apparent in 
the administration of American cities, where the 
people are of our own race, and where the institu- 
tions do nok differ fundamentally from ours, makes 
it certain that «ve are not dealing with a mere 

» M.T.R., Qs. 3447, 166^ and 2068. • ^ 
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&nciful risk. From this point of view it may be 
as well to point out how deeply seated is this 
evil in the United States. 

(26) As to certain great cities of America, their 
state of corruption is notorious, and we all know 
that “the public till has been robbed on a vast 
“ scale, and accounts have been systematically cooked 
“ to conceal thefts.” ^ Mr Lecky considers that “ the 
“New Xork Commissioners of 1876 probably under- 
“ stated the case when they declared that more than 
“half of all the present city debts in the United 
“States are the direct results of intentional and 
"corrupt misrule.”® New York has been, perhaps, 
the^.vorst of aU the cities, but much the same tale 
could be told as to many others. Mr J. W. Martin, 
writing in 1899, tells us that “in Philadelphia 
“the Republican machine, under ‘Dave’ Martin, 
“ remains so strongly fortified in , power that the 
“Municipal League thought it hopeless to oppose 
“it at the last election, especially as the votes for 
“ their candidates in the autumn campaign had been 
“miscounted by the cheating officials, and troops 
“ of impersonators and repeaters had gone un- 
“ molested to the polls. There the city hall is still 
“ incomplete, though a self-perpetuating commission 
“has spent upon it over £4,000,000. In St Louis 
“ a ^ommission which sat in the spring of this year 
“diMo^ered that a head of the Street Watering 
“Department had received money fi:x)m contractors 
“ to allow them to work regularly below their con- 
“ tract, and had compelled them to abstain from 
“bidding for a certain district which ho retained at 

* “American CJbmmonveidth,’’ Bryce, vol, ii. of 3 vol. edition, p. 621. 

« Democrat^ and Liberty,” Lecky, voL i. p. 99. . 
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“double rates for a man of straw who represented 
“ himself; it showed that an inefficient Excise Com- 
“missioner appeared to divide his enormous salary 
“ with a State Governor and others who secured his 
“appointment; and that other officials and depart- 
“ ments were equally dishonest. In Chicago during 
“ last year the regulation that street-paving for 
“more than a small amount should be let by 
“ contract to the lowest bidder was evaded i]^ favour 
“ of party friends by the arrangement that* septirate 
“bills for less than the limiting sum should be 
“ presented for bits Of the work, the same contractor 
“sending in a sheaf of accounts for one length of 
“street. Quantities of street repaiiing were^aid 
“for and not executed. Saloons, gambling-houses, 
“and dens of Ul-fame were protected by aldermen 
“and allowed full play, and the Civil Service 
“ laws were violated with shameless contempt.” * 
It is, however, hardly worth labouring this point 
further, for the evils due to the spoils system are 
now so widely known. 

(27) With regard to cities of less than 100,000 
inhabitants, Mr Bryce, it*is true, tells us tliat they 
are ^nerally as pure as an average English town.* 
It is, as this great authority says, extremely difficult 
for a foreigner to form a correct estimate when he 
has to rely so largely on hearsay evidence ; but my 
impression is that this opinion as to the purify of 
the smaller towns is far too optimistic^ There is 
a great deal to show that corruption has spread 
widely amorfgst all the local institutions of the 
United States. Mr E. W. Bemis, for example, 

^ Contefitporary BevieWy December 1890. 

* ‘‘American Commonwealth,” vol. il p. 521. 
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tells us of Hamilton, O. (17,600 inhabitants in 
1890), that it “ belongs to that pitiable class 
“which seems fortunately to include less than one- 
“ third of the seventy-four public [electrical] plants 
“ quoted in ” the tables given by him “ which allows 
“politics to handicap the success of public manage- 
“ ment.” * One other quotation from the same volume 
is perhaps worth giving to indicate the condition 
of things which American authors of a certain school 
are not, apparently, prepared to condemn as un- 
satisfactory. The words are those of Mr Thomas, 
and have reference to Topekrf, a city which had 
about 81,000 inhabitants in 1890. “The standing 
“chafge that political influence and jobbery does 
“ and will destroy the efficiency of every city-owned 
“enterprise, does not seem to be substantiated by 
“the record of this plant. Although the tenure of 
“ employment of the less skilled workers is, perhaps, 
“ largely regulated by pohtical considerations, yet the 
“ engineer and the chief linesman and trimmer, who 
“is reputed to be especially expert, as well as the 
“ superintendent, have each had steady and permanent 
“emplo)anent for a number of years, even through 
“different pohtical administrations in the city. In 
“fact the present superintendent, who is a Re- 
“pubhcan, was appointed by a Mayor who is a 
“Democrat. It is true, however, that the absence 
“of\ttempts on the part of pohtical workers to 
“secure* the position of superintendent might be 
“accounted for by the frict that his salary is so 
“extremely low, $1000 per year, as 'to o^r few 
“inducements for their efforts.”’* ^ 

1 “ Municipal Monopolies,” E. W. p. 274. 

* p. 266. 
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(28) Surely no Englishman can read such state- 

ments as these without feeling the strongest desire to 
keep our existing purity, such as it is, free from the 
terrible evils of corruption and the spoils S 3 rstem. 
It must be acknowledged that any step which 
increases the danger of the introduction of this 
disease should only be taken if the advantages to 
be derived from it are conclusively proved to be 
of great importance. ^ 

(29) Many American authors, however, whilst 
fully admitting the evils of corruption in the United 
Stales, use this as *an argument for municipal 
enterprise, not against it. For instance, Mr Albert 
Shaw, the well - known authority on munijjipal 
government, does not take the same vievr as to 
municipal management of labour in the United 
States as he does with regard to the adoption of 
the same system in Germany. “Where govem- 
“ mental authority is so firm, so intelligent, and so 
“ ably and honestly exercised, it would seem to [him] 
“to be a matter of comparatively little moment 
“ whether or not the Municipal Government carry on 
“as direct undertakings, certain so-called monopoly 
“ services of supply.” On the other hand, he tells us 
that “the simple fact is that there is hardly a 
“ large town ■ in the United States which has a 
“ Municipal Govemiiient strong enough at all points 
“ to deid advantageously with the representatives 
“ of corporate [ie. private] interest, when if comes 
“ to making bargains. The wear and tear upon the 
“ morals of a 'ifeak Municipal Government are greater 
“by far wh^n it comes to the task of granting 
“[concessions] — ^hat is to say, of making bargains 
“ with private corporations — ^than when it is attempt 



122 ADMINISTRATION AND CORRUPTION [chap. v. 

“ to cany out a business undertaking directly on the 
“ public account. Thus jobbery and rascality, waste- 
“ fulness of public money, and bad results in the end, 
“are more likely to be the outcome when the con- 
“ tract system is used in street cleaning, paving, and 
“ various other public works, than when the munici- 
“ pality employs its own men to clean its own streets, 
“ lay its own pavements, and do its own public work 
“ on direct municipal account.” ^ Many other quota- 
tions in the same strain might be given; though 
it is probably going too far to state that the 
American “leading economistii unite in charghig” 
to the private control of street railways “ the 
“gaperal depravity in municipal administration that 
“ is thtf recognised feature of the period from which 
“ we are just emerging.” ^ 

( 80 ) This view of the question is unfamiliar to 
most English readers, and to many it will not 
be at once apparent how municipal corruption 
springs from private trade. The concessions, or the 
powers conceded to private companies to enable 
them to lay tramways or to undertake other 
services requiring special* rights, are often exceed- 
ingly valuable possessions, especially when granted 
without proper precautions. In the United States, 
municipal authorities are often bribed in order to 
indjiceJ;hem to grant such concessions,® with the 
natural result that the provisions necessary to 

^ The Independent, 6th May 1897, p. 570. 

^ See on this subject, Mr J. W. Martin’s article in the Contemporary 
Review of December 1899 ; “ Municipal Monopolies,” Bemis, pp. 174, 376, 
and 599; Mr Bobert Donald, Traction and Transmission,” June 1902, 
p. 101 ; and Hon, R. P. Porter, “ Traction and Transmission,” August 1902, 

p. 226. • 

{ Ab to a similar danger in England, see M.T.E., Q. 347. 
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safeguard the public interests are often omitted. 
The promoters, having succeeded in their corrupt 
enterprise, then proceed to feather their own nests; 
and, for the purpose of obtaining money both for 
this object and for the previous bribery, they raise 
far more capital than is required for the under- 
taking itself, or, in other words, they water their 
stock. Their next aim is to obtain profits 
sufficiently large to pay interest on this ^atercd 
capital, and, in order to do so, high farrti or 
prices must be charged. In these circumstances, 
coifipetition with honest rivals becomes impossible, 
and rivals, whether honest or not, soon endeavour 
to enter the field. Concessions rendering con^peti- 
tion possible are demanded from the Local AFuthori- 
ties; and then it becomes “necessary” for the 
original company, either to bribe the elected 
bodies concerned to induce them to refuse the 
requests of their rivals, or else to buy out those 
rivals, whose sole object is very often to be thus 
bought out. Private owners of concessions are, 
therefore, peculiarly liable to be squeezed or 
attacked by corrupt authorities, or by unscrupu- 
lous commercial filibusters; and, in consequence, 
they adopt every corrupt expedient to enable them- 
selves to maintain their privileges. The votes of their 
employees are often influenced as systematically as 
are the votes of voters in the pay of municipalities 
under the spoils system, and are given solid^for the 
political party on which reliance is placed for pro- 
tection. In ^t, we occasionally hear of a private 
company being described as the City’s Boss, thus 
proving it to be the organising centre of corrup- 
tion. The result of this condition of things is that, 
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almost eveiywhere in the United States, private 
companies are continually using their influence with 
the Legislatures to safeguard their interests and 
to secure better terms, corruption is rampant, and 
the public interests are grossly neglected. 

(81) Granted that Municipal CJovemments are 
corruptible, which will most surely keep a corrupt 
gang in or out of office — ^the private control of quasi- 
monopolies, or municipal trading? This appears to 
be the question in the minds of American authors, 
especially as regards their larger cities. We are 
told that “the constant struggle over rates luid 
“regulation of the private companies owning con- 
“ cessions must answer for more crimes, corruption, 
“ and sttandals in New York City than docks, ferries, 
“markets, bridges, parks, and water supply com- 
“bined,” the latter all being under direct municipal 
control. But even if these premises are granted, 
it does not follow, as so often appears to be 
assumed, that even in America municipal trading 
is to be preferred to private enterprise. It is very 
probably true that the private control of con- 
cessions does produce the greater volume of 
rascality and jobbery; but merely to balance the 
amount of evil directly arising from the two 
sources is to omit one of the very most impor- 
tant considerations allfecting the question. As to 
the injury done to the public by corruption in 
such c^es as that of New York City, where half 
the public debts are said to be due to plunder, 
we must consider carefully whether the direct 
control of voters paid by the municipality or the 
indirect control of voters in the .pay of private 
companies is the system which will give the 
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jobbers and thieves the greatest hold on the 
Government. The very first question to be con- 
sidered is, which method of regulating these quasi- 
monopolies is that most likely to facilitate the 
campaign against corruption. In fact, the funda- 
mental error in the American argument is the 
tacit assumption that their Local Governments will 
continue to be as* corruptible as at present, and 
that it is almost useless to attack this ^vil by 
attempting to destroy its roots. It is nowadays 
only too common a mistake to endeavour to find 
a rbyal road by whifih the remedy for some social 
trouble can be reached by legislation, without 
recognising that, if the ultimate source oi^the 
malady remains untouched, a cure can ne^er be 
effected. In all reforms our attention should be 
mainly directed to the constitutional origin of the 
disease, and not to the symptoms. 

( 82 ) All those who are unfamiliar with this 
subject will instinctively feel that the fact tliat 
American municipalities have grossly abused their 
existing powers affords a bad foundation for an 
argument in favour of* adding greatly to the 
number of services directly under their control; 
and the obvious considerations which produce this 
first impression are in my opinion unanswerable. 
In a country where the appointment of additional 
municipal employees is technically known as 
“ creating new voting stock,” and wh^ this 
voting stock is known to be used for corrupt 
purposes, can* it possibly be right to increase the 
range of tpunicipal activities with the object of 
decreasing this ^ corruption ? ' The direct control 

I “ American Commonwealth,” Bryce, voL iii. p. 206. 
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of the voter, resulting from his being directly em- 
ployed by the municipality, must give a corrupt 
gang the firmest hold, even if it does not enable 
them to obtain an amount of plunder as great as 
that which can be squeezed from private companies. 
This is the strongest as well as the simplest 
answer to the contention that the tendency to 
municipal corruption is an argument in favour of 
Municipal Trade.* 

(88) Moreover the corruption in America, which 
has arisen from the private management of monopo- 
lies, should probably not be 'taken as the noi'mal 
condition of things, because the temptations arising 
from this cause are greatest in new and growing 
towns.*’ The funds necessary for the bribery of 
Local Authorities, and for the enrichment of pro- 
moters, are obtained most readily when concessions 
over growing districts are first granted. But when 
new concessions are less and less frequently granted, 
because the growth of towns takes place more and 
more in districts already allotted to the owners of 
existing concessions, the evils arising from this 
source of corruption will probably become less and 
less formidable. American authors may, therefore, 
haye exaggerated the permanency of the troubles 
"ing from private enterprise, and it may be true 
the United States is “just emerging” from a 
period of “general depravity in municipal adminis- 
“ tratioii,'’ though the emergence is slow and difficult 
to detect. It should also be noted that American 
cities are, on the average, increasing fai* more rapidly 
in population than is the case in Europe; and it 
follows from the above-mentioned considerations that 
’ V Traction and Transnuasion,” Hon. B. P. Porter, August 1902, p. 221, 
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the experience of the United States must not be 
quoted without making hill allowance for this differ- 
ence when used as an argument witli regard to our 
own municipal institutions. Illegitimate transactions 
between Local Authorities and private proprietors 
concerning concessions might, no doubt, take place 
in England ; ' but, as a fact, private companies have 
been the source of ‘very little corruption in Europe, 
and this t^nds to confirm the view that ij^e diffi- 
culty arises partly from the extremely rapid growth 
of the population in America. 

1(84) But if there* is some reason to think that 
corruption will diminish as time goes on if municipal 
monopolies remain in private hands, could the^me 
forecast be made if municipal trading were^iirgely 
introduced ? Arguments have already been adduced 
which tend to show that the evils due to the direct 
emplo 5 mient of labour are cumulative, and tend with 
time to increase rather than to diminish ; and, if 
these views are accepted as sound, the two systems 
form a marked contrast in this respect. Moreover, it 
can be shown that efforts to purify Municipal Govern- 
ments are likely to have* more permanent results 
in destroying jobbery in connection with private 
companies than in dealing with the evils which spring 
from the direct control of labour by municipalities. 
Representatives must seek the support of their 
constituents, and the desire to control the votes of 
rate-paid voters must remain as a standing tempta- 
tion to use objectionable influences ; and the use of 
objectionable Ihfluences for ends in themselves harm- 
less is the ^rst step towards corruption. With 
regard to the voters in the pay of private companies 
* Q. 347, 
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the case is diilerent ; for the employers, thou^ they 
have the same opportunities of influencing votes, do 
not depend on their employees for the maintenance 
of their position. If a municipality becomes suffi- 
ciently free from corruption to make the private 
owners of concessions feel that they have little 
chance of using their “voting stock” for corrupt 
ends, all temptation is gone, and the organisations 
for coijtrolling these votes will cease to be main- 
tained — organisations which are not easily revived. 
Thus the existenee of numerous State-paid voters 
tends both to render corruptioA more probable, and, 
if it arises, less attackable. 

/85) These American contentions against private 
enterplise are, moreover, sometimes weakened by 
the admission that Civil Service reform is neeessary 
before Municipal Trade can be extensively introduced 
with safety. With regard to direct employment by 
municipalities, it has, for example, been stated that, 
“ Civil Service reform is a necessary accompaniment, 
“ not only of this, but also of every other municipal 
“reform,” and that “without it no one but profes- 
“sional politicians can seriously advocate the day 
“labour system.”^ But, when such admissions are 
made, the argument tends to become somewhat 
contradictory; for those who urge that Municipal 
Tr^de is necessary as a cure for corruption, cannot 
logically add that corruption must first be cured 
by Ci^ffi Service reform without which Municipal 
Trade would only make matters worse. 

(86) The laws regulating the conditions to be 
imposed on private companies by th^ concessions 

^ Yak BmeWj *‘The Day Labour aud Gositract Systems,” J. B, 
CpyunoiLS, voL V. p. 445, 
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granted to them may have a most important effect 
in checking the growth of corruption, and this 
subject has received far too little attention in the 
United States. Concessions have been given “un- 
“ determinate as to time and with very slight pro- 
“ visions as to State or municipal control,”' and 
virtually no administrative control has in many 
cases bron exercised over private companies, whilst 
the statutory limitations on prices and on capitahV^- 
tion have frequently been ignored.* Complaints 
have often been made in England that the control 
exelnised by Parlianibnt has greatly hampered the 
growth of such industries as electric lighting. This 
is, no doubt, true; but if the American regul^ons 
had been somewhat more strict, the tendeff^ to 
corruption would have been considerably diminished, 
and the delay would not, I believe, have been too 
dearly bought. When concessions giving rights 
over public property are granted, it is obvious that 
the probable profits to the private owners should not 
be more than sufficient to attract the capital necessary 
for all legitimate expenditure, and that the suiplus 
value should go to the piiblic. Tf the promoters 
are prevented by suitable regulations from making 
vast sums of money, the temptation to bribery and 
corruption wiU, without doubt, be diminished. The 
demoralising influence of the immense value ,of 
the concessions now obtainable by corrupt specu- , 
lators in the United States points to the ad viability 
of lessening those prizes rather than to the attempt 
to purify mtmfcipal administration by adding to t^ 
functions of jnunicipalities. 

* YaU RevieWy C. E. Curtis, vol. vi., May 1897, p. 19. 

* *^The Gas Commission of Massachusetts,” J. H. Gray, Quart, Journal 

of MconamieSf vdl. xiv., 1899-1900, p. 509. • ^ 

I 
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(87) Although the methods of regulating the 
business of private companies owning concessions 
will be discussed in a subsequent chapter, it may 
here be noted that the troubles under discussion 
are due to the trades in question tending to become 
monopolies. Take, for example, the case of electric 
lighting in the United States. After one company 
had been given the right to lay its cables, a similar 
concession was not infrequently granted jto a second 
company, with the result that the first company was 
squeezed into making large payments to the second 
company to buy it out In the case of an industry 
in which free competition is possible, no restrictions 
shoirld be placed on the granting of concessions ; for 
in tfai^e circumstances a company would never water 
its capital by buying up a second concession granted 
to another company, because there could be no assur- 
ance that a third concession would not be granted. 
But if the industry is one, like' electric lighting, 
where a partial monopoly is certain to arise from the 
granting of any concession, then it is better that no 
concession should in any circumstances be granted 
to a second company ; for experience shows that, if 
two companies exist, they are certain to amalgamate, 
that competition is not maintained, and that the 
amalgamation opens the road to various kinds of 
mischief or even fraud. If concessions in the United 
States had been carefully drawm and had granted 
absolute monopolies for considerable periods of time 
over fairly large areas, the bribery and corruption in 
the United States would have been far less than it 
has been. If the maxim that competitipn should be 
either absolutely fi%e or entirely forbidden had been 
followed, much evil would have been avoided, 
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(88) The possibility of municipal ownership with- 
out municipal management, and the advantages of 
such a system as regards the temptation to corruption, 
are also questions which have received far too little 
consideration both here and in America. It is true 
that jobbery as to leases might replace jobbery as to 
concessions ; but thf prizes would be far less valuable, 
and the number of employees paid directly by the 
municipality would be comparatively small. # 

( 89 ) The corrupting influence of private enter- 
prise in the United States has been discussed at 
sorAe length, because in no country has private 
enterprise given rise to more municipal fraud and 
jobbery. It must be remembered, however^that 
municipal trading has been comparatively little 
adopted in America, and this alone is enough to 
explain why the amount of municipal corruption 
directly connected with it is far less than that 
directly connected with private companies. More- 
over, the available evidence does not all point in 
one direction. For example, after the city of 
Philadelphia had been in ^full municipal control of 
its gas-works for more than ten years, they were 
leased to a private company, which then undertook 
the gas supply of the city. A great deal of contro- 
versy has, it is true^ been aroused by this transfer, 
some objecting to it on the ground that the lease 
was obtained by fraud, whilst others declare that 
the abandonment of this municipal trade was the 
result of the general disbelief in city management, 
and the outcfy raised at the hiding of a true loss 
by the declaration of a fictitious profit * 

> “The leaae of th* Philadelphia Gaa-Worka,” W. D, Lewis, Quart, 
/owmot o/feonomiei, January 1896. • « 
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(40) It is no doubt unwise to speak confidently 
about the affairs of a foreign country ; but the fore- 
going considerations appear to me to indicate that 
the extensive introduction of Municipal Trade would 
tend to make the fight against corruption in America 
more and more difficult as time went on. If this 
policy were adopted, the evil 'v^ould become more 
permanently engrafted on to the municipal system ; 
whereas time will be working on the side of the 
municipal reformer in attacking abuses connected 
with the quasi-monopolies in the hands of private 
companies, especially if proper regulations \wth 
regard to the concessions granted to them are 
generally introduced. 

(41) Thus American corruption should not be 

quoted as a general warning against the private 
management of monopolies, and, as regards England, 
it appears to me that it is especially inapplicable. 
What we have to consider with regard to our own 
country is, not so much how corruption can be 
eradicated, but rather the best precautions to take 
to prevent its introductipn. The corrupt influence 
of private companies on Municipal Governments is 
rarely exercised on this side of the Atlantic. It 
would be very difficult for the directors of gas- 
works, for example, to influence the action of a 
Municipal Council either by bribery or by the aid 
of the votes of their employees, and any such action 
on their part would be regarded as a gross abuse, a 
far greater abuse than the attempt on the part of 
a municipal candidate to catch the* votes of the 
municipal employees by oflering them bettor terms of 
employment.' Such promises, it will be felt, are not 
, • ‘ M.T.R., Q. 1664. 
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always made with a reprehensible object in view; 
whereas there is no palliation for the corrupt action 
of directors. Judged solely from the point of view 
of the corruptuig effect, the retention of quasi* 
monopolies in the hands of private companies in 
England is by &r the less probable source of evil, 
though the evil, .should it arise, might be very 
bad ; whilst the direct employment of labour by 
municipalises is the more probable source^ of de- 
moralisation. It is a balance of evils and proba- 
bilities; and it seems to me that if tliat bahmee 
be fairly made, there can be no doubt that the 
possibility of bribery and “ deals ” in connection with 
private enterprises should not be used as th^basis 
of an argument in favour of municipal trading in 
England. 

(42) To sum up the foregoing discussion with 
regard to corruptjon, it appears that any increase in 
the practice of municipal trading adds somewhat to 
the danger of corruption arising. Rate-paid voters 
may be demoralised by the temptation to give their 
votes on personal ground.s, and not with the view to 
the common good. The patronage in the gift of a 
municipality must be increased by the purcha.se of 
any private enterprise ; and patronage is demoralising, 
because it affords opportunities for the illegitimate 
reward of party .services. The chances of scrupulous 
men becoming candidates, or, if they do stand, of 
being elected, are lessened by the extensive direct 
employment of labour by the municipality; and, 
as the purity* of English public life is due to the 
willingness of men of high moral character to give 
their services to the State, this consideration tells 
strongly against Municipal Trade. Jobbery is. at 
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present certainly not imknown in England; and, 
with the example of the United States before us, the 
danger of its degenerating into downright corruption 
■ought to tell heavily in the balance when weighing 
the arguments for and against the municipalisation 
of any industry. 

(48) No doubt, every case should be considered 
separately on its own merits. Where the advantages 
are great, there it is legitimate to run some risks; 
and the fewer the men taken into direct municipal 
employment, the less will be the risks to be run. ^ In 
the case of water- works the number of employees is 
not great, and the danger of corruption should be 
allov(iqd to teU but little in opposition to genuine 
considerations based on the demands of public health. 
Municipal tramways might be laid down, and the 
whole of the roadway kept in repair by the public, 
without great additions being made, to the number of 
rate-paid voters ; and no strong opposition should 
therefore be raised on these grounds to such a 
proposal. It is against any scheme, such as that 
which would result in tjhe whole of the tramway 
employees being paid by municipalities, that the fore- 
going arguments tell with great weight. To add 
very greatly to the number of voters in the pay of the 
State in England would be a public misfortune. 

•(44) Thus, in considering the general effect of 
Municipal Trade on local administration, we have, on 
the one hand, its undoubted tendency to stimulate 
the interest of the public in civic affairs ; and, on 
the other hand, the suspicion and discontent created 
against Municipal Authorities, chiefly amongst certain 
sections of the trading community^ the evil effects 
.of.the increased labour thrown on Local Authorities ; 
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and, above all, the increased probability of munidpal 
corruption arising where there are nuuiy voters in the 
pay of the municipality. In &ct, as regards the 
question of administration, the balance of advantages 
and disadvantages tells heavily against Municipal 
Trade. 
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PUBLIC AND PRIVATE MANAGEMENT 
« • 

(1) The question which is most frequently asked 
with regard to Municipal Trade is whether it pays 
or not, or, in other words, whether taxation is likely 
to be reduced or increased by its introduction. 
Before attempting to extract an answer to this 
enqui^from available statistics, it will be as well 
to discuss the circumstances which tend to make 
management in public enterprises either more or 
less economical and efficient than management in 
private trades. The comparison in England is 
usually that between Mimicipal Councils and Boards 
of Directors ; and, in making this comparison, it is 
necessary to contrast the extent of the field of 
choice from which these bodies may be selected, 
the method of their selection from these fields, and 
the effect on the management of their business of the 
various influences brought to bear on the managers 
during the performance of their duties. In other 
countries, and in exceptional cases in England, the 
contrast {^resents itself in some other form ; but the 
comparison between councillors and directors will 
lead to general conclusions applicable with but 
little modification to all comparisons between public 
and private frades. < 

(2) First, then, as to the field of choice from 
us 
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which councillors and directors may be chosen. 
Artificial barriers affecting the selection have little 
real influence in the case of direct(»«; for the 
difficulty of purchasing qualifying shares does not 
often actually prevent any one from joining a Board. 
On the other hand, the residential or property 
qualification of cai\^idates restricts the choice of 
coimcillors to a material extent, especially in small 
tOMms whera it often makes it impossible to iaclivlc 
on the body managing a municipal trade any :;>ingle 
individual having special experience in the particular 
industry in question. * Corporations generally con- 
tain more members than Boards, and this, no doubt, 
widens the choice in the case of councillors; but 
this advantage brings with it the correspofming 
disadvantage that Corporations have to delegate 
nearly all their trading business to subordinate 
committees, thus mtroducing inevitable delays. No 
doubt, also, there are some men who prefer the 
unpaid duties of a councillor to the salaried position 
of a director. Many more persons, however, are 
influenced in the opposite direction, and it can 
hardly be denied that the search for candidates for 
seats on Municipal Councils is more often attended 
with difficulties tlian is the search for persons willing 
to serve on Boards. In fact, as compared vdth 
directors, the field of selection for councillors un- 
doubtedly contains, as a rule, fewer really Capable 
men of business. The restrictive effect of reitdeniial 
qualifications, whether legal or customary, is especially 
objectionable; *for such a barrier makes it less 
probable that the experience gained in one locality 
will be transmitted to another; im important point 
when it is remembered that experience means in 
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laige measure the actual knowledge of blunders 
alrKidy committed, blimders which may be com* 
mitted again without such knowledge. But, if the 
field for selection is wider, it is true that the motive 
which induces men to wish to join Directorates is, 
as a rule, merely the desire for remimerative work ; 
whereas the would-be counciljiors are largely in- 
fluenced by higher and more disinterested motives. 
The contract is therefore between private trade, 
with a wide field for the selection of its managing 
bodies from amongst business men actuated by 
mere business motives, and Municipal Trade, with 
a narrower field of choice, at all events as regards 
busmess men, the majority of those willing to serve 
being, however, actuated by higher motives. 

(8) Passing on to consider the methods of 
making the choice from amongst those willing to 

serve, it has been said that “the shareholders of an 

« 

“ordinary public company are a widely scattered 
“body, knowing nothing at first hand either about 
“ each other or about the business of the company ; 
“whereas the electors in a locality are each other’s 
“neighbours, and have the results of the working 
“of the municipality immediately before their eyes 
“ every day of their lives. Consequently, the 
“electors in a locality are able and willing to exer- 
“nise far more influence than the shareholders in 
“a company.”^ Putting aside for consideration at 
a lateP stage the question whether the financial 
results of Municipal Trade can be said to be 
clearly before the eyes of the ratiepayers at any 
time, this would appear to point to»the probable 
superiority of Corporations as bodies for managing 
• Eccmnm Journal^ Prof. £. Cannan, March 1899, p. 2. 
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local business af&irs. On the other hand, it might 
be stated that shareholders have no other object in 
view in the creation of their Board than the selection 
of the best men of business, and that their choice 
as regards this class being much less restricted, 
they should be able to secure a far more competent 
managing body. In order to consider the weight 
to be attached to such opposing claims as these, 
the actual* working of the elections in the two 
cases must be examined carefully. As to 
dirwtors, they are ^ in truth practically never 
elected by the shareholders, being either nominated 
by the original promoters, or selected or co-opted 
by an existing Board. Herein lies both the st^gth 
and the weakness of the existing system of private 
trade. When a Board contains some members 
fairly well acquainted with the business to be 
managed, or wh^n the business is in a flourishing 
condition, personal friendship, family ties, and neigh- 
bourly feeling, amounting almost to a residential 
qualiflcation in the case of small towns, count for 
a great deal in the flllirig of vacancies ; and the 
result is the election of a considerable proportion 
of incompetent directors. I wish I could see a 
remedy for this evil, or even a general desire to 
see it remedied. When, however, a Board does 
not contain experienced men of busine.ss, or when a 
want of strength in any respect is felt, there is little 
difficulty in adding directors of the righ^ stamp; 
and in these circumstances, out of self-interest, a 
Board will usually strengthen itself in this way, a 
strengthening which will always meet with the 
approval of the shareholders. As to town councillors, 
on the other hand, however great the intergst^ 
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shown by ratepayers in the elections may be, it 
may make the selection of men specially qualified 
to manage a particular industry less rather than 
more probable, unless it is specially directed towards 
securing that end, which is seldom the case. 
Political considerations are generally all important, 
and where the political party, which is not the 
predominant one contains within its ranks the 
majority of the men of business, the » chances of 
an adequate number of such men being included 
in any body managing a municipal trade become 
very remote. Representative institutions ought to 
contain men of all classes; but some of these 
classy will contain few men useful for managing 
trades; because, with rare exceptions, it is only 
those who have had actual responsibility in matters 
of business comparatively early in life who ever 
\)ecoTne e^c\en\ \>u:sin.ess managers. 'Yhe VcKprdba- 
bility of Local Authorities containing a considerable 
proportion of such men is not only due to the in- 
fluence of party politics in local elections, but also 
to ^the fact that personfil popularity and pleasant 
manners count for far more than business capacity 
at local elections. 

(4) The method of re-election, and the con- 
sequent length of service of its members, is another 
inqiortant fiictor in determining the business capacity 
of any managing body. To introduce new blood 
is often'- useful ; but to retain the services of men 
of business habits and experience for long periods 
is essential. Enough vacancies will occur naturally 
if members do not cling to office after age has 
taken away their vigour and powers of initiative; 
aqd, granted a reasonable age for retinmient, it would 
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only be necessary that vacancies should be filled 
with regard to no other considerations than the 
conduct of the business. Both Councils and Boards, 
if regarded as business machines, are very faulty in 
these respects. Directors, however incompetent, are 
apt to be retained in their seats fiom personal 
motives, and Boards not infrequently drift into a 
state of inefficiency. Ratepayers, on the other hand, 
are extremely unlikely to take steps to prevent the 
re-election of a councillor simply on the grounds 
of his incompetence in matters of business. But 
councillors, unlike Erectors, are frequently re- 
placed in the managing body on account of causes 
which have no connection whatever with their 
business capacity. Either they retire voluntarily 
after a short period of service, having nothing to 
lose by so doing; or a change of political opinion 
in particular wards leads to the rejection of willing 
and experienced councillors ; or even without many 
changes amongst the councillors themselves, .slight 
changes in the balance of parties in Councils lead 
to changes in the composition of managing com- 
mittees. In short, if there is too much continuity 
in Boards, there is certainly too much change in 
Councils and committees of Councils. Thus, 
whether we look to questions connected with 
elections or with re-elections, we are evidently 
comparing the workings of two very imperfect 
machines; and it is little to be wondered^at that 
results are very different at different times and 
places, and that, as a consequence, divergent 
opinions are. held as to which system is best. At 
Birmingham, ira the days of Mr Chamberlain’s 
mayoralty, the Council was certainly an admirabje ^ 
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business machine, its committees comparing favour- 
ably with any Board of Directors; frequently the 
Local Authorities and the Boards of the gas and 
water companies in the same locality are composed 
of much the same elements;' but, in my opinion, 
not only should we expect to see, but we do 
actually find that on the average Boards of 
Directors contain a decidedly greater proportion 
of efficient men of business than do either Town 
Councils or their managing committees. 

(5) Even more important than the composition 
of these managing bodies is ^he effect on the way 
in which they manage their aflkirs of the various 
influences which are likely to be brought to bear 
on them in the performance of their duties. The 
most important functions of Boards, and of Councils 
as regards the management of their trades, are the 
selection of the enterprises to be undertaken, the 
appointment and control of the staff to superintend 
them, and all decisions on questions of general 
policy. The way in which each of these duties 
will be performed depends largely on the influences 
under consideration. 

(6) In considering the commercial value of the 
enterprises likely to be undertaken by Local 
Authorities, the influence first to be considered is 
that arising from the fact that the same rate- 
payers who elect the managing body are also the 
consum&i's of the goods sold by them or the 
travellers on the tramways worked by them; an 
influ^ce which crops up over and ‘over again in 
all discussions on Municipal Trade. „ Councillors 
are no doubt anxious to protect the ratepayers 

. » M.T.E., Q. 31*6. 
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by whom they are elected from any increase of 
taxation; but they may be even more anxious to 
meet other and antagonistic demands made by 
their constituents. Taking the case of tramways 
as an example, few ratepayers will look closely 
to the possible effect on taxation of any further 
developments of existing tramway systems: whilst 
those voters who live on undeveloped routes will 
be keenly alive to the benefits which they .would 
experience if cheap municipal trams were made 
to run past their doors. No wonder, then, that 
under such influences’ Local Authorities are found 
promoting tramway schemes in districts where 
they “cannot hope to get a profit.”* This dis- 
regard of financial considerations may be justifiable 
where municipal enterprises are undertaken on the 
grounds of public health, order, or morality; but 
it cannot be denied that constituents will often 
use a powerful Influence in inducing councillors 
to undertake trading enterprises which would be 
rejected by directors as not being sufficiently 
remunerative. 

(7) Municipalities may* also adopt views as to 
the selection of commercial enterprises different 
from those which would be adopted by private 
Boards because of the greater ease with which 
municipal capital can be raised. The Local Goveiji- 
ment Board puts certain impediments in the way 
of unwise municipal expenditure ; but, when once 
that barrier is passed, municipalities can raise 
money for risky enterprises with precisely the same 
facility as they can for sound commercial concerns. 
On the other h^d, the difficulty of raising capital 

‘ M.T.R., Q. 4148 , 
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in private commerce increases with the risk to be 
run, and acts like an automatic governor in check- 
ing rash ventures in private trade.' As Municipal 
Trade has no such automatic governor. Local 
Authorities are certain at times to be found 
entering on fields where the private trader would 
not dare to tread. 

r 

(8) It is, however, possible that this same fiuiility 
for raising money may sometimes /ict in the 
contrary way, and make Local Authorities exces- 
sively cautious. If a Town Council can borrow 
money at less than 3 per c^nt., many councillors 
will feel an instinctive dislike to investing the 
money thus raised in an enterprise which might 
fail altogether or which might bring in, say, 10 
per cent. Such a dislike would be thoroughly 
justifiable ; for the risk in Municipal Trade is 
thrown compulsorily on all the ratepayers and 
indirectly on nearly all the inhabitants, many of 
whom are not even voters; and this cannot be 
right if the risk of loss is great. Local Authorities 
might reasonably hesitate to act like the New York 
Metropolitan Railway, which “scrap-heaped a good 
“cable plant worth over a million sterling, because 
“ it stood in the way of electrical progress ” ; * and the 
hesitancy of councillors should not necessarily stand 
condemned even when subsequent events prove 
that the venture embarked on was sound from an 
economical point of view. 

(9) This same possibly wise, but certainly un- 
economical, caution may cdso be the result of the 
various other causes which always sap ,the initiative 

> M.T.R., Q. 2601. ' 

« ^ 5th September 1902. 
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of representative bodies. Councillors have no 
personal motive to induce them to take the risks 
which almost inevitably accompany {HOgress; and 
they are, in general, more afraid of losing their 
seats than directors, a fear which may lead to un- 
due caution as well as to extravagance. Questions 
brought before I^ocal Authorities may be un- 
necessarily dragged into the field of party 
politics, and not only does this lead to economical 
schemes being unjustly attacked, but also to an 
unwise caution from the fear of such attacks. 
Corporations, being larger bodies than Boards, 
generally find it necessary to have all proposals 
first discussed in committee, and then rediscussed 
in full council; with the result that the less well 
qualified and larger body may upset the decisions 
of the better informed and smaller body. In- 
decision may result even in committees from the 
want of a thorough knowledge of the industry to 
be managed. When the Corporation of Glasgow 
took over the tramways in 1894, the horse system 
of traction was maintained for several years. Mr 
R. P. Porter tells us that “ naturally the business- 

like American asks the question. Why did Glasgow 
“ commit this act of folly ? ” and answers it by 
asserting that it was “because the Town Com- 
“ mittee of twenty-five members could not agoee 
“ on a system of mechanical motor.” * As a fact, 
companies now originate nearly everything that 
is new in industry, and Corporations seldom go 
beyond buying up the successful ventures of 
private proprietors. All history teaches the want 

> “Bepoct of Special Committee on Street Bailway Companies,” 
Uassachusette, 1888, p. S13. . 
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of initiative of State institutions ; and, unless Muni- 
cipal Governments are an exception to the rule. 
Municipal Trade must often suffer from progress 
n6t being made at the right moment. 

(10) Another circiunstance which tends to make 
enterprises imdertaken by municipalities less re- 
munerative than those undertaken by companies is 
the existence of Local Government areas. These 
areas are often too small for business purposes, and 
are not divided from each other by what may be 
termed natural business boundaries. For example, 
the economy resulting from large central power 
stations for electric supplies is being more and 
more recognised ; and where there are several 
small urban districts near together, and where 
each Local Authority undertakes to supply its 
own area, the result must be far less economical 
than if the whole of the districts were served by 
one body from one central station. Moreover, if 
different Corporations establish works in different 
areas, they are likely to adopt different systems 
in the case of telephones, for example, or different 
gauges in the case of tramways; and, wherever 
this is the case, subsequent amalgamations will 
necessitate costly reconstructions, with the result 
that more capital will be expended than would have 
been required had the whole been on one system 
from the first. Thus Local Authorities, who are 
obvioui^ likely to confine their operations to the 
areas administered by themselves, have to fru:e 
difficulties which are less felt by Boards of Directors, 
who are little influenced in originating^ their under- 
takings by artificial boundaries. • 

. (11) There are, no doubt, two expedients by means 
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of which the area served by a municipal trade may 
be enlarged; that is by two or more municipalities 
combining together to manage some industrial 
concern in their combined areas, or by one 
municipality canying its trading operations over its 
border into the territory of its neighbour. Both 
these methods musb be briefly examined in so far 
as they are likely to affect the enterprises under- 
taken by LiOcal Authorities. As regards the first 
alternative, that is the combined working by different 
municipalities, this necessitates the appointment of 
some body by the Local Authorities concerned to 
manage the whole business. Any Joint Board 
thus appointed will usually be less progressive even 
than a Corporation; for each of its members will 
know that all its decisions are liable to be redis- 
cussed in the council nominating him, even when 
it is not necessary to obtain the actual consent of 
that council, a consent which probably would be 
required as regards the more important decisions. 
It is perhaps more important to note that combined 
trading of this kind will be j’arely undertaken unless 
the Corporations concerned are forced to combine 
by Parliament. We have seen that different systems 
may be established in different areas; and, taking 
the case of tramways with different gauges as 
an example, if these systems are to be amalga- 
mated, one locality at least must submit to the 
inconvenience of having its roads pulled up during 
the necessary period of reconstruction. Agtun, when 
proposed new ’alternative routes are not equally 
advantageous* for the inhabitants of different 
Local Government areas, some localities preferring 
one, and some another, the selection of one of 
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these routes must injuriously affect some one of the 
localities concerned. Local Authorities are apt never 
to ''deal with these questions except as they are 
"concerned themselves with them”;^ and in such 
cases many municipalities would strenuously resist 
any change which might lead to their constituents 
being even temporarily incommoded ; an obstacle 
to amalgamation which would not be experienced 
by private companies, because directorsi would con- 
sider the matter solely from the point of view of 
the economic working of the, whole. Other causes, 
such as local jealousies, and the not unreasonable 
fear that great difficulties would be experienced 
in such joint operations in the allocation of capital 
to the different districts and in the sharing of 
profits and losses amongst them, will also tend 
to hinder the formation of Joint Municipal 
Trading Boards. These difficulties in the way 
of municipal amalgamations, as well as the incon- 
venience arising from unsuitable business areas, 
may be illustrated by the following quotations frt>m 
"Traction and Transmission.” The first deals with 
electric traction in Manchester and Salford. " These 
“two Councils are [1901] in antagonism over the 
"terms and conditions that are to apply when the 
" cars of one authority run into the district and on 
'* the rails belonging to the other. The Salford cars 
“now stop on, or near to, the boundary of the 
“borough, and the public have to walk some 400 
“yards before they can join the Mwchester cars.”* 
Again, “between the boundaries of Leeds and 
"Bradford there lies a strip of country 2 miles 

» Q. 1199. 

• 3 ^‘Traction and Transmission,” September 1901, p. 87. 
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**in width. Alive to the advantages of tramway 
“intercommunication, each Corporation desired to 
“extend its electric tramways to the boundary of 
“ the other ; but a difficulty arose owing to the fact 
“ that ” the gauges were different. The negotiation 
on the matter “having come to naught, each 
“ Corporation promqted a bill in Parliament in 1899 
“with a view to obtaining powers to extend their 
“tramways, to the confines of the other city.”^ In 
short, private companies will experience less difficulty 
than Corporations in amalgamation, and Municipal 
Trade is therefore more likely than private trade 
to be confined to unsuitable areas. 

(12) The difficulties attending combined 
action and the necessity for larger business 
areas have frequently led to large municipalities 
pushing their trading operations over their borders 
without giving any share in the management to 
the Local Authorities whose territories are thus 
invaded. This external trading can hardly ever 
be undertaken if the outside Local Authorities 
have already commenced similar operations them- 
selves; and it is generaUy only possible where 
the invaded Local Government area is not 
large enough to enable the industry in question 
to be profitably established for the sake of serving 
it alone, and where, consequently, its inhabitants 
have practically only the choice between being 
served by the large neighbouring Corporation or 
not being served at all. But, as has already 
been remiarked, a district which has to look to 
a representiiifive body elected by another con- 

1 “Tractiau and Transmiaaion,” W. Yalmtine Ball, November 1901, 
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stituoicy for its supplies of gas, water, electricity, 
etc., is seldom thoroughly satisfied with the 
arrangement, and this external trading cannot be 
so progressive as it would be without this cause of 
friction. The effect is especially harmful in the 
case of tramways, which ought in many cases, 
both on social and on economic grounds, to be 
pushed boldly into the coxmtry, a policy more 
likely to be adopted by companies thin by Cor- 
porations, because progress in private trade is little 
hindered by the difficulty of crossing boundaries. 
Thus for ail the foregoing reasons — that is, because 
Local Government areas may be small and incon- 
venient, because of the expense of subsequent amal- 
gamations, and because of the difficulty of managing 
trading operations by Joint Boards or in outside 
areas — we see that enterprises undertaken by muni- 
cipalities will be less likely to be framed on business 
lines than those undertaken by private companies. 

( 18 ) If the estimated profits of a commercial 
enterprise are small, it is necessary to ascertain 
before undertaking it that the risk is also small; 
or, in other words, the magnitude of probable 
profits should be in proportion to the chances of 
loss. No commercial nation can advmice without 
lo.sses being constantly made; but, if the foregoing 
principle be adhered to, new ventures will, on the 
average, justify the necessary capital outlay. In 
private ^trade the difficulty of raising capital is 
more or less in proportion to the risks involved. 
Where the risk is considerable, dirisctors may be 
induced by the possibOity of large p^jofits to face 
the dangers ; and such a proceeding may be 
poiectly justifiable if the shareholders are fully 
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informed as to the risks, or if those risks are 
covered by reserve hinds. On the other hand, we 
have seen that the influences due to voters being 
also consumers, to the facility of raising municipsd 
loans, to the fact that unwilling ratepayers cannot 
avoid the risks involved, and to questions connected 
with Local Govemiij^ent areas, all tend in Municipal 
Trade to divorce this connection between profit 
and risk. Jf the matter be regarded from a strictly 
commercial point of view, it appears therefore on 
the whole that Corporations are less likely than 
Boards to invest thSir capital judiciously, because 
they are more likely to be cautious when they 
ought to be venturesome, or to be rash when they 
ought to be cautious ; and, if this be the case, even 
if in other respects the management be the same, 
the average return on capital must be less in 
Municipal Trade than in private trade. 

(14) Of the 'above-mentioned important duties 
which have to be attended to by bodies managing 
trades, the next to be discussed will be the appoint- 
ment of the superintending staff ; and in connection 
with this subject we have to consider the way in 
which the various influences at work in municipal 
and private enterprises are likely to affect the 
management in so far as it depends on this staff. 
The selection of the various employees is probably 
conducted on much the same lines in the two cases, 
favouritism always producing some injurious results. 
The main element affecting the quality of the 
candidates presenting themselves for selection is the 
pay offered^ and here we clearly see the result of the 
different influences under consideration. Directors 
will be ready to increase salaries to any extent 
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so long as they believe that the gross profits wifi 
be increased to an even greater extent on account 
of the superior ability of the staff thus obtainable; 
and there is no reason to doubt that they can teU 
with fair accuracy what is in the true interests of 
their shareholders in this respect As to Municipal 
Trade, on the other hand, thp less business-like 
councils will find it more difficult to estimate with 
confidence tJie advantages likely to be dfrived from 
the employment of highly paid officials, and will 
in some cases altogether fail to recognise that there 
are any such advantages; and popularity amongst 
voters may often be won by coimcillors by opposing 
the award of large salaries, whilst few votes will 
thus be lost. The result of these conditions is that 
there is a distinct tendency in popularly elected 
bodies to give a lower rate of pay to high officials 
than that usually given in private trades ; the more 
important the position, the more noticeable being 
this intention to “jealously control the increase of 
“large salaries.”^ We hear of socialistic councillor 
“ working harmoniously and effectively together . . . 
“ against any increase being made on officials’ salaries 
“ so long as the standard rate of wages was not paid 
“ to labourers,” without apparently in the least per- 
ceiving that the working classes, as well as all 
other classes, will suffer from any inferiority in 
the management of municipal trades.^ The same 
influencesv^are clearly noticeable out of England. 
In Canada “it is not the custom to pay any civic 
“servant such a remuneration as, for example, many 

> "Lcmdon BrogreasiTe Platlorm,” 1892; “Munidpal'^Teniment in 
Great Britain,’' Sldiw, p. 352. * 

* Tmu, 8th September 1902. 
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“ bank managers obtain. ... It thus happens that 
“ private concerns pay less salaries to begin with, and 
“ oflfer greater prizes in the end, than public depart- 
“ments.”^ In the United States “the executive 
“positions in private companies often command 
“ better pay than similar cmes under public ownership, 
“but in the long run,” the same author adds, “this 
“ is advantageous to the private works.” * In many 
cases no doubt municipalities are wise enough to 
refrain from such vmwise parsimony ; ® but it can 
hardly be doubted that, on the average, the salaries 
of high municipal offlicials are somewhat lower than 
the salaries given in private trades; and, unless we 
assume that directors are more ignorant of their 
business than councillors and are paying too large 
salaries in consequence of that ignorance, it follows 
that the net profits of municipal trades are actually 
less than they would be if higher salaries were 
given. • 

(15) One of the efiects of the more bureaucratic 
regime of Municipal Councils is the tendency of pro- 
motion amongst the staff to go by seniority, and the 
consequent diminution in the probability of the best 
men rising to the highest positions. If any municipal 
employee is passed over, he will often be able to 
get some councillor to demand an explanation in 
the Council; and, if the reply is simply that the 
junior was promoted because the managing 
committee thought him the better man, jnd if, as 
will often be the case, no facts can be brought 

^ Municipal Monopolies,*' A. H. Sinclair, Toronto University Studies^ 

p. 26. 

* Municipa^Moncmolies,” E. W. Bemis, article on Water-Worki^ by 
M. N. Baker, p. 41. 

> M.T.R., Q. 1990. 
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forward in support of this assertion, a perfectly 
satisfiu;tory impression is seldom thus produced 
either on the Council or on the public. Proceed- 
ings leading to such public discussions are, therefore, 
avoided by managing committees and responsible 
officials, and the consequence is that, as a rule, 
it is only some generally reco^sed defect which 
prevents any official from rising to a fairly high 
position in any service controlled by a popularly 
elected body. In private trades the absence of 
occasions for public discussions certainly facilitates 
promotion by selection, and consequently makes for 
efficient and economic management. On the other 
hand, publicity may in some cases put a stop to 
jobbery, and it certainly tends to ensure the treat- 
ment of the staff being lenient. 

(16) There is, moreover, some evidence to show 
that the tenure of office of officials in Municipal 
Trades is shorter than that of similar officials in 
private trades. It has been stated that the ablest 
employees prefer private service on the ground that 
that service is under men who are actuated by 
business motives only;^*and, if this be the case, 
such a preference will no doubt make them more 
ready to leave the public service when new openings 
present themselves. It can, at all events, hardly 
be .doubted that the tenure of office of all municipal 
employees is vary uncertain in the United States, 
where the spoOs system prevails. In a work 
written, as the editor tells us, “in more or less 
“pronounced sympathy with an extension of public 
“ownership,” we learn that, as to the public water- 
works of the United States, the jreco^ between 

^ ^^Traction and Transmission^” March 1902, p. 155. 
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1882 and 1896 give a support, though not so 
strong a support as the author had anticipated, 
to the allegation that there is a constant change 
in the personneU This certainly indicates a real 
danger to municipal enterprise, even if the evil 
results have not been actually felt in En gland. 
But, even putting ^aside this question of tenure 
of office, it appears probable that, although some 
advantages^ do, it is true, arise from the selection 
of the staff being in the hands of a public 
body, yet these advantages are outweighed by the 
accompanying disadvantages resulting from lower 
salaries and less elastic systems of promotion; and, 
consequently, municipal trading officials are likely, 
on the average, to be somewhat less efficient, and 
therefore in reality more costly, than the officials 
occup 3 dng similar positions in private trades. 

(17) There are, however, other influences at 
work which teifd to make the salaried staff of 
Municipal Trades, whether more efficient or not, 
certainly more powerfiil than similar officials in 
private trades. “The combined effect of the ad- 
“ venture of local governing bodies into so many 
“ kinds of municipal enterprise, of the great increase 
“in the duties and responsibilities devolving on the 
“better type of local representatives, and the ad- 
“ mission to those bodies of so many individuals.not 
“qualified to control the various forms of trading 
“which are undertaken, is to throw the jeal duties 
“of Local Government more and more upon the 
“permanent 'officials, and to create a municipal 
“bureaucracy.”® Directors, receiving fees for their 

^ Municipal Monopolies,” Bemis, p. 4S. See also *‘1/Etat Modeme,” 
Leroy-Beaulieu, pp. 65, 66. ^ Timeij 8th September 1902. 
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work, get into the habit of making their attendance 
at Boards, etc., come first amongst their duties; 
they are, as we have seen, more permanent in their 
tenure of office; they contdn within their ranks a 
larger proportion of business men; and, for all 
these reasons, they are likely to exercise a some- 
what greater control over their steff than councillors 
are generally able or willing to do.^ It is, perhaps, 
doubtful whether directors trust their officials 
sufficiently ; and if a municipal staff be thoroughly 
efficient, the greater power placed in their hands 
may not tend to make Municipal Trade less profit- 
able. But other injurious consequences will result 
from any slackness in the control exercised by 
councillors over their salaried staff; and it is, at 
all events, certain that the bureaucratic tendencies 
which may thus be produced will not be counted 
amongst the merits of Municipal Trade by its 
advocates. ^ 

( 18 ) With regard to two important matters, 
however, a municipal staff is generally less powerffil 
than a private staff ; that is with regard to both the 
discipline and the pay of the men employed. In 
disputes on both these subjects employers now often 
conduct negotiations with some trades union or 
other association of employees, and not directly 
wit)i the aggrieved parties themselves. In many 
questions affecting discipline, and especially when 
organised Jodies of working men take part in the 
dispute, councillors will percdve that they may 
win many votes by siding with the men; whereas, 
whether any official involved ought to be supported 
or not, harffiy more than, a vote or two will be lost 

‘ M.T.B., Q. 1416, 
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by throwing him over. Moreover, the mere &ct that 
the dismissal of any man, whether on account of 
slack times or on a question of work or discipline, 
is liable to be discussed in public in the council 
may make the staff unwilling to proceed to such 
extremities, even in cases where that would be 
the right course to pursue.^ When appeals are 
made by municipal employees to the managing 
committeef there is often some doubt as to whether 
that body will be , influenced by political or other 
irrelevant considerat^ns ; and, whenever this is the 
case, the maintenance of discipline and the ex- 
action of an adequate day’s work become more 
difficult. If the committee look partly to the vote,- 
the foreman will not look wholly to the work. 
Even the visits of councillors to the works, and 
the knowledge the vote-owning workman thus 
acquires that hi^ complaints will be listened to not 
wholly without reference to that vote, is said to 
affect the authority of the officials in charge.* Where 
there is “constant interference by the members of 
“ the committee with the Jidea, apparently, either of 
“ securing employment on the job for their friends,” 
or of winning popularity in any way, the results 
must be disastrous, and such extreme instances, 
even if at present very rare in England, serve to 
show what Municipal Trade might becomd* if 
ever municipal corruption became more prevalent.* 
None of these influences are felt in prh^ate trade, 
where the workman, who is practically never a 
shareholder in the company employing him, is un- 
# 

^ Timts^ 19th September 1902 ; aleo Q. 3290. 

^ lOtb September 1902. 

^ ihttf., 18th September 1902. • 
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able to bring any indirect influence to bear on the 
directors in his disputes with their staff; and we 
may conclude, therefore, that discipline will gener- 
ally be somewhat more strict and work somewhat 
more economically conducted in private trade than 
in Municipal Trade. 

(19) As to the wage of the municipal workman, 
there are many influences acting on councillors 
which tend to make them too ready to listen to 
any demands made by or on bejhalf of any of their 
employees, except those receiving high salaries. 
There is the corrupt desire to catch votes, a desire 
which expresses itself in such an election cry as, 
“ Vote for me, and I will vote for an 8 hours’ day 
“and 30s. a week.”' An increase of pay may, of 
course, often be justifiable ; but, when such objection- 
able platform promises as these are freely made, it 
is certain that the question whether a compliance 
with them would or would not raise the level of the 
pay of the municipal workman above that of his 
fellows in private trade wiU receive but scant 
attention. It is, in fact,: obvious that municipal 
corruption will be attended by an increase in the 
municipal labour bill. But will not the private 
labour bill be lower even in the absence of any 
corrupt motives? Where we find, as at South- 
ampton, socialistic councillors reported to be “pilot- 
“ing through, practically with no opposition, a rise 
“ in wages *for nearly all the Corporation workmen,” 
we cannot assiune that such proceeding are under- 
taken under any other influence than the mistaken 
belief that wages can be increased undec a system 
of Municipal Trade without any one being injuriously 

« ^ Timu^ 16th September 1902, 
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affected.^ The ideas prevalent amongst woridng men 
are far more likely to be found influencing councillors 
than directors, and such ideas naturally favour the 
employee rather than the employer. For example, 
one of the reasons which have led trades unions to 
favour the same rate of wages for good, bad, or 
indifierent workmen, is probably that the more 
simple the demand and the less subject it is to 
possible exaeptions, the more easy it becomes to 
fight a trade content. But good workmen will 
refuse to work unle^ they get good pay; some 
good workmen must, as a rule, always be employed ; 
and the adherence to this principle will consequently 
tend to raise the wage of the lazy workman rather 
than to pull down the wage of the efficient labourer ; 
and the more completely it is adopted the higher 
will be the labour bill It follows that, if the 
demand for a uniform rate of wages is less resisted 
by councillors than by directors. Municipal Trade 
must be more costly than private trade. Again, 
there is at present a fallacy very prevalent amongst 
English working men that a general limitation of 
output would enable employers to raise wages ; and 
to whatever extent this belief influences Local 
Authorities, to a corresponding extent must it make 
them indifierent to the output per man in munieij^ 
works, or^ in other words, to the cost of municipal 
services. Then, again, prices must rise and fall; 
and, when they are falling, stem necessity often 
forces private proprietors to lower wages; whereas, 
in Municipal Trade, where local taxation is available 
to cover deficiencies, councillors have no such rigid 
impediment preventing them from giving way to 

^ Times^ lOth September 1902. * 
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the various influences, including their ovm benevoloit 
feelings, which make them wish to postpone all 
reductions in wages. Lastly, in the disputes 
between employers and employees, we now not 
infrequently find associations of masters treating 
with associations of men; whereas, in Municipal 
Trade, Town CouncUs are found standing alone, 
and are consequently in a weaker position tium 
private employers.^ Thus there are many influ- 
ences besides those connected with corrupt intention 
which tend to make the piunicipal labour bill 
higher than the private labour bill. 

(20) An impartial enquiry is, no doubt, much 
needed to determine to what extent these influences 
affect the relative level of wages in public and private 
employment; but that they have a considerable 
effect I have no doubt whatever. When private 
industries are municipalised, councillors frequently 
boast of the subsequent increase in the wages of the 
workmen employed on them ; as, for example, when 
Lord Provost Chisholm stated that the Glasgow 
“Corporation have reduced the hours of employees 
“ at least 25 per cent., while they have also increased 
“the wages practically to the same extent” on the 
tramways ; ® or when Alderman Sir Thomas Hughes, 
speaking of the employees on the Liverpool tram- 
u^ys, states that “their average earnings now are 
“about 5s. a week more than they wctc imder the 
“ Company.”* It is less easy to prove that wages are 
hig her in old-established municipal trades, and on 
that pmnt information would be veryValimble. But 
it can hardly be doubted that the <^nditions of 

« M.T.R., Q. 3683. 

* Letter to the Tvom, S4th October 190S. 

* » M.T.R., Q. 31*6. 
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municipal employment are less rigidly determined 
by the laws of supply and demand than is the case 
in private trade, with the result that there is a 
greater diversity of wages. The pay of the municipal 
workman can seldom be much lower than that of 
his equal in private industry, and. if it is less uniform, 
it must sometimes* be considerably higher. Mr 
Chafes Booth's work appears to confirm the belief 
in the wan^ of uniformity in the terms offered by 
different municipalities ; and he remarks, as to 
municipal sweepers, ^hat they are in some cases 
“paid a w'age which is no doubt economically 
“excessive.”* It is, in fact, certain that the muni- 
cipal labour bill wdll be considerably higher than 
the private labour bill for a given piece of work.* 
(21) In considering the effect of these v^arious 
influences, we have thus far been dealing with 
questions connected with the selection of enterprises, 
and with the employment of officials and workmen. 
Amongst the important duties of councillors and 
directors there remain their decisions on questions 
of general policy ; and, in rpgard to these decisions, 
and indeed in regard to the whole subject, the main 
point to be remembered is that directors, unlike 
councillors, are elected by constituents who look 
wholly to profits, H»nd who will consequently use 
their influence wholly in the direction of economy. 
On the other hand, as regards Municipal Trade, it 
would only be the rates paid by the very rich which 
would be at once materially affected by any change 
in the manageihent of the municipal gas-works, for 

example; aij^, even in such a case, it would be 

« 

% ‘ Lalxiur of the People,” Booth, vol, viii. p. 30. 

* See chap. iv. par. 11, as to wages iu the United States, • 

h 
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difficult for the ratepayer to trace the relief or 
increment of the burden of local taxation to its 
true cause. Whether this be the main explanation 
or not, few who have closely watched the work- 
ing of Local Government institutions in England 
can fiul to be struck with the scant regard that is 
paid to any one who advocates economy or retrench- 
ment; and as regards financial results, the effect 
will surely be that Municipal Trade will be more 
costly than private trade. 

(22) This difference in co^ between private and 
Municipal Trade, which is due to the above-mentioned 
influences, will be less as the tendency of the trade 
in question to become a monopoly is greater ; 
because private trade responds more readily than 
Municipal Trade to the stimulating influences of 
competition. Boards of Directors when managing 
monopolies are apt to be afflicted with the same 
“sleepiness” that is noticeable in' Government de- 
partments; for, if they are sheltered from competi- 
tion, energetic or apathetic action on their part can 
have but little effect in the way of increasing or 
diminishing sales, because trade cannot thus be 
attracted from, or diverted to, other producers. 
But although the claim that private trade is more 
economical than Municipal Trade is weaker in 
trades where the stimulus of competition is absent, 
it cannot be ignored even in the case of complete 
monopolies; for dividends can always be increased 
by economical administration. It is only when 
directors are prohibited by legal eiiactments from 
paying any increased dividend that tjbey cease to 
have any incentives to economy; and, as it will 
.be seen in a subsequent chapter that such rigid 
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statutory limitations on dividends need not and 
should not be imposed on private companies, this 
feet need not be conside^ in discussing the 
inherent differences between municipal and private 
trade. Thus, granted suitable legislation, directors 
will always be more subject than councillors to 
influences tending to make them economical, though 
the diflference will be less in monopolies than in 
competitive* trades. 

(28) Another in^uence affecting the relative 
efficiency of municipal and private trades arises 
from the fact that, as regards municipalised 
industries, Councillors represent both the buyer 
and the seller, and that, as representing the buyers, 
they often have to control the inspection of the 
goods which they themselves supply as sellers. 
In this manner Local Authorities sometimes have 
imposed on them semi-judicial “ functions, the 
“administration of which may put them in conflict 
“ with their own interests ” ; ‘ as, for example, when 
attention is paid by a Council to the unfavourable 
reports of their own gas inspectors on their own 
works, it may lead to steps being taken which 
diminish profits, and which result in a reduction of 
the revenue falling into the municipal treasury. 
With regard to industries which tend to become 
monopolies, like the supply of water, gas, br 
electricity, the Local Authorities concerned nearly 
always have the right to inspect such goods and 
the power to insist on their being kept up to a 
certain standaSd, even when supplied by private 
companies ; «and, in thus inspecting the works of 
private proprietdrs, they will in no way be acting 


^ M.T.R., Mr D. H Davies, Q. 2009. 
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contrary to their own interests and will not be 
subject to any temptation to laxity. Popularity 
may, in fact, be won by councillors, by “making 
“a fuss” about the quaUty of goods suppUed by 
private proprietors, and municipal inspection will, 
in such cases, be keenly supervised; whereas, on 
the other hand, a Council will\ on the whole, lose 
rather than gain in popularity by attention being 
called to the reports of its inspecting odepartment 
when they are unfavourable to its own manu- 
facturing department, and , these reports will, 
therefore, be less keenly attended to. Granted 
the proper powers, there is no reason why the 
municipal inspection of goods made by munici- 
palities should ever be more rigidly conducted 
than the municipal inspection of privately manu- 
factured goods; and there are, as we see, some 
reasons why it may be expected to be sometimes 
more lax. And the comparative laxity of in- 
spection must sometimes result in the production 
of comparatively inferior goods. Municipalities 
have not now, I belipve, sufficient power over 
private monopolies ; but if suitable reforms were 
made, the fact that Local Authorities are solely 
concerned with the interests of their constituents 
as consumers when inspecting goods made by private 
companies would tell even more strongly than it 
does now in favour of monopolies remaining in 
private hands. Moreover, if municipalities ever 
undertake the management of many competitive 
industries, even more serious consequences might 
result from their playing the parts qf both the 
inspector and the inspected. Local Authorities 
have, for example, frequently demanded the 
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to manufacture electrical fittings ; and, if this demand 
were granted, it would not improbably be followed 
by a further demand to be allowed to inspect all 
electrical fittings in houses supplied with electricity 
from their municipal works ; and this latter demand, 
if granted, would practically place in the hands of 
the municipality the power to crush out its rivals 
in this industry in the area under its control.* The 
existing powers of inspection of food, drugs, etc., 
though they are now beneficial in tlieir results, 
might well be used ];)y municipalities as a method 
of protecting their own manufactories; and in spite 
of all inspections such a limitation of competition 
would inevitably result in a deterioration in tlie 
quality of the goods obtainable by the public.® 
The case of the refusal of the Blackpool Corporation 
“to grant licenses to omnibuses which h{^ hitherto 
“ plied in the streets in competition with ” their 
own trams has already been mentioned;’* and such 
proceedings, whether justifiable or not, evidently 
have the effect of freeing I^ocal Authorities from a 
stimulating competition iq the conduct of their 
own enterprises. It has, no doubt, been suggested 
that the municipal police can be made to check 
any waste of water. Or perhaps of gas, or electricity, 
more effectively when these commodities are 
supplied by the municipality. This may, perhaps, 
be some set-off against the above-mentioned dis- 
advantages; though it suggests unpleasant visions 
of domiciliary visits by officials. Local Authorities 
may, in factr gain something by making their 
police act js inspectors on behalf of themselves as 

Q. 222. » Ibid., Q. 838. 

’ “Ttaction and TranamiaBion,” October 1901, p. 94. • 
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manufacturers; but, whether this be so or not, 
it can hardly be denied that their inspection of 
commodities on hehxdf of the consumers will, on the 
average, be more efficiently conducted if they are 
not directly responsible for both the inspections 
and for the manufactory inspected. 

(24) If inspections are to be effective, it is 
essential that the interested parties should have 
ready means of calling the attention •• of the in- 
spectors to their grievances ; and the question arises 
whether discontent is more easily made known, and 
the evils complained of more certainly remedied, 
when trades are under municipal or when they are 
undo* private management. As to the mere ex- 
pression of discontent on the part of the. consumer, 
there is no reason why the citizen should not 
grumble as loudly against the misdeeds of private 
companies as against those of Corporations ; and, in 
the case of monopolies inspected by municipal 
officials, the reports of the inspectors to their 
Town Councils would, under both systems, afford 
an opportunity for criticism, a criticism which 
would probably be more searching when the works 
were in private hands. But as regards the dis- 
content which the voter may or ought to feel if 
he regards himself as a partidpcvtor in the risks, 
ptojits, or losses of municipal industries, it is easy 
to see that he stands in a very different position 
from that', of the shareholder in a private company. 
The financial effects of Municipal Trade are not 
brought home to the voter with an]^hing like the 
clearness or accuracy with which the fin^cial effects 
of private trade are usually brou^t home to tiie 
shareholder by the r^;ular as iir^^ular paym^SCRS 
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of dividoids. Moreover, stuundbdders unintaoition* 
ally acquaint their directors with their feelings of 
discontent in a way which is not open to voters 
in relation to the councillors elected by them. The 
shareholder cmi sell his shares ; and, whra discontent 
shows itself at all widely in this way, there is a 
drop in the value pf such shares, which calls the 
directors’ attention instantly to the fact Voters, on 
the other l\^d, can only “ sell their shares ” in muni- 
cipal enterprises by both selling all their property 
in the district and leaving the neighbourhood 
themselves; and this they would never do merely 
on the ground, for example, that they believed 
that the numagement of the municipal gas-works 
showed some signs of deterioration. And even if 
things did come to such a pass as to induce some 
voters to take refuge in flight, all property similar 
to that sold or quitted, a,nd not only the gas- 
works, would then show signs of a fall in vidue, 
and such a fall in value would be proportionately 
less noticeable. The conduct of the gas committee 
would, in fact, practically never be influenced by 
voters expressing their discontent by leaving the 
neighbourhood; whereas directors are greatly in- 
fluenced by the sales effected by shareholders — ^by 
those very shareholders whose apathy at meetings 
often appears so surprising. The marked influence 
of this silent, easy, but undesigned method of ex- 
pressing discontent which is possessed by share- 
holdos and not by voters, is often forgotten in this 
controversy ;• and this it should not be, for it has 
a powerful influence tending to stimulate energetic 
and economical management in private trade. 

•'*^^25) But more expresnons discontent are 
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useless unless th^ are^ followed by remedies. We 
have just seen that the voter, in his capacity as a 
“municipal shareholder,” will be less likely than 
the company shareholder to express his discontent; 
and, as companies are quite as likely as Corporations 
to introduce economic reforms, it follows that dis- 
content as to private trade is more likely to produce 
financial effects than discontent as to Municipal 
Trade. As to the discontent of the citizen regarded 
as a customer, taking first the case of competitive 
trade, consumers will always have at hand the 
most effective method of remedying their grievances 
whether the trade be municipal or private ; for they 
can always go elsewhere for their supplies. But 
with monopolies this is not the case, and the 
strongest argument in favour of Municipal Trade 
is founded on the assertion that elected bodies 
can and will attend to the complaints of citizens 
most effectively when they theihselves are the 
managei's of the industry complained of. The evi- 
dence on this point, however, does not all tell one 
way; and most persons who have travelled abroad 
and who have watched the action of bureaucratic 
representative Governments will entertain some 
doubts as to the universal truth of the statement 
that State officials listen more readily than private 
employees to tlie complaints of citizens. Our 
Post-Office is admirably managed on the whole; 
but the r^idity with which it adopts reforms 
suggested by “ outsiders ” is not one of its strongest 
points. In the United States, in the* case of the 
transference of the Philadelphia gas-works to a 
private company afto* being managed* for ten 
years by the municipality, we find it stated 
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the “ indiflerence, dday, an^ discourtesy” in the 
city gas offices was perhaps the real reason that 
many citizens were in favour of the change.* But 
no doubt the possibility, and in many instances the 
probability, of a monopoly being managed by 
Local Authorities solely in the interests of the 
public is the main .argument for municipal enter- 
prise ; and, as regards each separate monopoly, 
the decisioi^ as to whether it should be allowed to 
remain in private hands should depend on whether 
the private proprietors can or cannot be controlled 
by the municipality so as to safeguard the con- 
sumers’ interests to such an extent as to make the 
balance of argument, when all the other points are 
taken into consideration, turn against Municipal 
Trade. The belief that elected bodies will pay 
more effective attention to the grievances of the 
consumers of municipal manufactures, when it can 
reasonably be efttertained, is, no doubt, an im- 
portant weight on the side of Municipal Trade. 
But it can hardly be claimed that such ready 
attention makes for economy. 

(26) As an argument m favour of Municipal 
Trade, it must not be forgotten in this discussion 
that councillors get no remuneration for managing 
the industries under their charge, whilst directors 
draw more or less considerable fees. In small com- 
panies these fees, no doubt, amount to a material 
item in the expenditure ; but in large concerns their 
entire renunciation would often not increase the 
dividend paid* to the shareholders by more than 
^th per cent, on the shares at their market value. 
Opinions probably differ widely as to the ultimate 

Quari. Journal of Economics^ W. D. Lewis, January 1898, p. 219. 
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effect of gratuitous management; but tiie majority 
of business men will, 1 believe, agree in thinking 
tiiat it does not, on the whole, make for economy or 
efficiency in trading entoprises. 

(27) Thus we see that not only are the enterprises 
undertaken by municipalities, on account of their 
scope and nature, likely to be less remunerative than 
those undertaken by private proprietors, but tiiey 
are also, for various reasons, less likely to be 
economically managed; the greater keenness of 
shareholders as compared with voters as advocates 
of economy ; the less searching inspection of 
monopolies managed by Local Authorities ; the 
lower salaries, less permanent employment and more 
bureaucratic methods of promotion of municipal 
officials ; the less rigid enforcement of discipline ; 
and, above all, the higher pay of workmen on 
public worics; these are all factors tending to pro- 
duce this result. The underlying ‘reason why there 
are so many considerations, some important some 
comparatively unimportant, all pointing in one direc- 
tion, undoubtedly is that a body especially designed 
for one purpose, namely, administration, however 
admirably it may perform the functions for which it 
was designed, is not necessarily suited to perform very 
different functions, namely, those of trade mamagers. 
The more closely the duties which have to be per- 
formefi resemble those of the private trader, the more 
likdy are (Corporations to perform them uneconomic- 
ally and inefficiently ; whereas the more necessary it 
is that attoition should be directed to* such questions 
as health, mcnrals, and puUic conveniaice,^as to which 
it is important that mistakes shoifld w px>mptly 
rectified even at the expense of an increase m^Ns- 
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cost of production, the more* likely are Corporations 
to meet the requirements of the community. It is 
useless to point to brilliant instances of good manage- 
ment, such as those probably afforded by Manchester 
or Glasgow, as proo& that the foregoing conclusions 
are erroneous; it is useless, because no one doubts 
that numbers of tmding enterprises are also ex- 
cellently managed by private proprietors; and such 
instances of good management in municipal and 
private trade prove nothing as to the average 
relative level of management in the two cases. 
We may “pay a high tribute to the excellent 
“management of their affairs by municipalities,”' 
and yet declare that, in matters of trade, manage- 
ment by private companies is, on the average, even 
better. No one accuses our Local Authorities of 
gross neglect. All that is here asserted is that, 
as the result of various unavoidable influences, the 
management of municipal trades will, on the 
average, be less economical and somewhat less effi- 
cient than the management of private trades. 

(28) But even if it admitted that the fore- 
going conclusions are the logical result of private 
trade being governed by that keenest of all in- 
centives to economic administration, the hope of 
personal gain, it may yet be urged that, as long 
as trade remains in private hands, the public 
generally will have no interest in the advantages 
arising from its economic administfation. As 
regards competitive trades, it is, however, quite 
obvious that? economies sooner or later normally 
lead to proportionate reductions in prices, and 
that in the Ibng run the public do tiius benefit 
> M.T.B., Q. 191, Sir Courtenay Boyle. 
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by the economic management of private com- 
petitive trades; and, if municipal management is 
in truth less economic than private management, 
and if the services rendered are beneficial to the 
community, the argument in favoiur of Municipal 
Trade in competitive industries fails aU along the 
line. As to monopolies, the case is different. 
Before deciding whether any such industry should 
or should not be allowed to remain in private 
hands, both sides of the question must be con- 
sidered. As to citizens regarded as consumers, we 
must estimate, on the one hand, to what extent 
they can be safeguarded when the monopoly in 
question is managed by private proprietors; and 
to what extent, on the other hand, they will be 
injuriously aflfected by the less efficient manage- 
ment by Local Authorities in the case of Muni- 
cipal Trade. As to the citizens regarded as rate- 
payers, we must estimate, on the one hand, to 
what extent they can be made to share in the 
benefits arising from the economic and efficient 
management of monopoUes by private companies, 
and to what extent, consequently, will the share- 
holders in those companies, in studjring their own 
interests, also be studying the interests of the 
community at large ; and, on the other hand, 
taking the less economic management by Local 
Authorities into account, to what extent the burden 
of local taxation will be affected by the muni- 
cipalisation of the monopoly in question. It is to 
this latter pair of questions — ^that is, to* the financial 
effects of Municipal Trade — ^that we ^shall now 
turn our attention. 
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RISKS ANTD GAINS 

(1) The argument which is perhaps most fre- 
quently brought forward in favour of the policy 
of municipal trading is that it is possible to 
create a valuable source of public revenue by the 
municipalisation of various industries. It would 
at first sight appear to be a comparatively simple 
matter to confirm or to refute this contention by 
reference to the statistics of Municipal Trade. 
Before considering all the difficulties which are 
in fact met witR in making any attempt to deal 
with the matter in this way, it will be as well 
to discuss the questions involved without reference 
to figures; and in this way we shall both clear 
the ground, and endeavour to ascertain what 
financial success is likely to attend municipal 
enterprises. 

(2) It is important in this discussion, as in all 
others, to begin by getting a clear idea of the 
questions which have to be answered. How well 
have municipalities succeeded in thei; industrial 
enterprises from a financial point of view? To 
what extent * are past results reliable as guides 
for the future? And, if taxation will be either 
reduced or inhreased by the municipalisation of 
i^daijr^^mdustiy, to what extent does that faq^ 

m 
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justify or condemn t^e adoption of that policy? 
These questions, which cannot be considered quite 
separately, must all be held in view during the 
following discussion; for it cannot be assumed 
, that the muhicipalisation of any industry will be 
as successful or unsuccesshil in the future as it 
has been in the past; and the proof that a profit 
or a loss has been made is only one amongst the 
many advantages or disadvantages which have to 
be weighed in the balance before any decision can 
be arrived at. 

(3) As to the first of the foregoing questions, 
before asking whether a municipal trade has been 
financially successful or not, we ought in the same 
way to be quite clear as to the exact meaning 
which we intend to convey by that question ; and, 
with a view to this discussion, it will be usefiil to 
state clearly what is here meant by the word 
profit. Taking the case of a municipality owning 
gas-works as an example, the Local Authorities 
concerned receive a certain income from the sale 
of their gas, and out of this income they have to 
pay certain expenses of management, including 
salaries, wages, and cost of materials; and if there 
is any surplus over after these payments have 
been made, that surplus is here called the gross 
profit. The gross profit is therefore equivalent to 
the annual dividend normally paid to the share- 
holders of^a private company, pnmided that the 
company has no interest on debts or debentures to 
provide for. Accepting this definition, it becomes 
dear that the proof of a gross profit being made 
is not suffident to prove that municipal gas-woite 

a financial success ; for out of these gross 
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the Local Auth<»ities conc%med have usually to 
provide for the interest on the municipal debts 
incurred for the building or the purchase of the gas- 
works, and for sinking fund charges for the redemp- 
tion of those debts. If, however, there is a surplus 
after providing for repayments of principal and for 
interest as well as fcyr the expenses of management, 
a surplus which will here be called the -mi profit^ 
it is clear ^at this net profit will fall undiminished 
into the municipal treasury, and that the whole of 
it may be included in the public revenue. The 
word loss will be used in the opposite sense to 
the word proJiL 

(4) Here, again, it is necessary to insist on the 
fiict that we are dealing with a comparison between 
two policies, and that both sides of the question 
must always be studied. We must consider, not 
only what are the receipts falling into the municipal 
treasury when ifta industry is municipalised, but 
also what those receipts would have been had the 
industry remained in private hands. This point is 
best illustrated by a reference to local taxation, 
though this is certainly l!^e least important point 
involved. When gas-works are municipalised, the 
payment of rates on that property amounts merely 
to a transfer of money fi^m one municipal pockrt 
to another ; and, even though a municipality 
had in fact gained nothing whatever by assuming 
the management of the gas supply, it might, 
nevertheless, be able to show a considerahle net 
profit by omitting to charge rates against its 
own works. No one would defend a system of 
municij^ ^account-keeping which permitted such a 
.•fobe''im[«ession to be created; but this illustration 
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makes it evident that^ the making of a net profit 
is not a proof of financial success in Municipal 
Trade. We want, in fact, another word; and, for 
the purposes of this discussion, the word, gain, will 
be used as meaning the excess of the net profit 
credited to the municipal revenue over and above 
the sums which, though not actually available or 
credited, would have been available and credited 
to the municipal revenues had the industry in 
question remained in private hands. The gain is, 
in fact, a measure of the financial advantage to the 
community of the municipalisation of any industry. 

(5) In estimating the gain made by Local 
Authorities by their trading enterprises we must, 
therefore, compare the financial condition of each 
municipal trade with what would have been the 
financial condition of that industry had it remained 
in private hands. The questions involved will best 
be studied by considering what may be expected 
to occur when works are bought by a municipality, 
assuming that no change takes place in the price 
of the commodities sold, and being, of course, 
careful to see that ' this latter assumption 
introduces no errors. In these circumstances 
exactly the same gross income which was being 
received by the private company would after 
municipalisation be received by the Loc^ 
Authorities concerned. Now this gross income 
may conveniently be divided into three parts 
according to the way in which it was being dis- 
bursed by the private company; namely into tiie 
amounts disbursed in (a) working expenses, (b) 
payments to the municipality, and‘(o) mterest or 
^vidends to proprietors or creditors. The^lXittaL 
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disbursements of a ]»ivate company may nCHrmally 
be divided under these three headings; and each of 
these divisions of the income received together with 
the corresponding disbursements will be considered 
separately in order to ascertain what is likely to 
occur on municipalisation. 

(6) As to (a) the working expenses, whether 
they are high or low, depends on the management; 
and, if the /;onclusions arrived at in the preceding 
chapter be accepted, ^it appears probable that Town 
Councils are likely, oii the average, to conduct their 
afl&irs somewhat less economically than company 
directors. Assuming that prices remained un- 
changed, we should thus far, therefore, expect to 
find on municipalisation that tlie income received 
was the same but that the disbursements were 
greater. 

(7) As to {h) the second portion of the receipts 
of a private company which has to be considered, 
namely that disbursed in payments to the munici- 
pality, the question of local taxation has already 
been mentioned. English^ l.iOcal Authorities, no 
doubt, in nearly all cases intend to debit their 
municipal trading accounts with a sum equal to 
the full amount of the 'rates which would have 
been received from a private company if the works 
in question had been entrusted to its management. 
All that need here be said is that if municipalities 
do not charge the frill rates against their pwn works 
in their profit and loss accounts, then the net profits 
as shown in these accounts must be diminished by 
the amount of taxation omitted in order to ascertain 
the tru^gain on municipalisation. 

• But witii regard to tiiese payments to. 

M 
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municipalities, we ha^e to deal with a point far 
more important than the rates, namely, the rents 
which are paid or which might be paid by private 
companies to the Local Authorities; the rents, for 
example, sometimes paid by tramway companies to 
the municipal treasuries for the right to run cars 
through the streets. The right to deal with the 
roadways, which tramway and other companies 
must acquire in order to carry on theif businesses, 
constitutes a very valuable concession, and confers 
on its owner the monopoly of ^ the trade in question 
in the district occupied ; and any pa}anent to the 
municipal treasury made in consequence of such a 
concession may be regarded as a rent payable for 
the monopoly thus granted. But the amount of the 
rent which a company would be willing to pay 
would depend on the terms of the concession. If 
high prices or fares might be charged, then a high 
rent could very likely be obtaindd. On the other 
hand, if sufficiently low fares or prices were insisted 
on in the concession, then no rent would be obtain- 
able from the company,^ and the municipal revenue 
would be so much the less. But if, whilst enforcing 
these low fares or prices, the Local Authorities 
were at the same time to impose taxation in a 
suitable manner on the commodity sold or on the 
tramway travellers, and if they were thus to collect 
a sum equal to the rent foregone, then the 
municipal ^revenues, the company, and the con- 
sumers of the goods or the travellers on the 
Ixamways would all be affected in exactly the 
same way as if a higher rent had been extracted 
from tlie company, higher prices of far^^had been 
^charged, and no tax had been levied by the*!Ek>cal, 
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Authorities. Thus these parents made by private 
companies are very similar in effect to indirect 
taxation, and they may be regarded either as 
taxation, levied indirectly through a company, or 
as rents payable for the monopoly rights conferred 
by the concessions granted. 

(9) Something more will be said in a subsequent 
chapter as to whether such rents are or are 
not objecti 9 nable. (See chap. xii. pars. 9 to 11.) 
Here it is sufficient to remark tliat if the rent 
levied be large, theq high fares or prices must 
certainly be charged by the company paying it, 
and then it distinctly partakes of the nature of 
a tax. Whether such a tax is harmful or not 
depends on whether it would or would not be 
possible to raise the same sum in some less ob- 
jectionable way. I am aware that many who have 
studied this question, including some of the highest 
authorities of the’ Houses of Parliament, object to 
all such rents.' But, in my opinion, if levied 
systematically and in moderation, they are not 
only not harmful, but are in certain respects 
positively beneficial; for there appears to be no 
sufficient reason why municipalities should not 
receive a moderate return for all valuable con- 
cessions granted to private proprietors. Here, 
however, we can consider the two alternative 
policies of high fares and prices and low fares and 
prices without deciding which is best. ^ If prices 
ought to be so low that no rent could be extracted 
from a private company, then no net profit 
equivalent to that rent could be made by a 
munici^g}ilf mdhaging the business itself, unless 

^ » M.T.B., Q8. 348, 711, and 1178. 
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indeed it raised the &rls or prices. Nothing could 
therefore be gained in this respect and in these 
circumstances by municipalisation. On the other 
hand, if prices ought to be so high as to include 
a tax on the commodity sold, then such a tax 
should be raised under both systems by a rent 
from a company under the system of private enter- 
prise, and as part of the net profits of the industry 
if municipalised. In this case also muipcipalisation 
will produce no effect on the public revenues as 
far as this portion of the incopie and corresponding 
disbursements of private companies are concerned. 
For example, Birmingham has now leased the right 
to run trams to a private company for a definite 
term of years, and the rents received do not appear 
in the returns relating to her remunerative enter- 
prises. But if, as is probable, the Corporation will 
work these tramways themselves at the expiry of 
this lease, then this rental will disappear -fiom the 
municipal accounts, and the profits of her munici- 
pal trades will be correspondingly increased} If 
this should prove to be the only change which will 
take place when these tramways are municipalised, 
then Binningham will gain nothing whatever by 
the transaction. 

(10) It is to be noted, however, that if at the 
expiry of such a lease as that granted by the 
Bir min gham Corporation, the concessions were leased 
ag^ to a ^private company, the rent then obtainable 
mig ht be either greater or less than that previously 
ob^ned. The terms of existing concessions make 
it probable that in such cases the rent obtainable 

a renewed lease would be greater Hljw that 
, » 11.T.B., Q. 1851. 
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originally obtained. But, *be this as it may, 
obviously the sum to be deducted fixim the profits 
’ after municipalisation to obtain the gain is the 
amount of rent which a company would be willing 
to pay to the municipality after the renewal of the 
lease, not the rent actually foregone. This distinc* 
tion is important because in many cases no rent 
is being drawn from private companies owning 
concessions* at the time their works are bought 
by Local Authorities; as, for example, when gas- 
or water-works are tmunicipalised. But, even in 
these cases, if a company would have been willing 
to cany on the works on the same lines as the 
Local Authorities are carrying them on, and also 
to pay them a rent, then this rent should be 
deducted from the municipal net profits to ascertain 
what the community has really gained financially 
as a direct consequence of the abandonment of the 
system of private enterprise. 

(11) Besides rents and taxes, municipalities some- 
times obtain other benefits from private companies 
owning concessions. Tranvway companies are not 
infrequently obliged to keep part of the roadway in 
repair, or even to widen streets ; and both tramway 
and electric-lighting companies often find themselves 
compelled at the end of a given period of years to 
sell their entire business to municipalities for less 
than the total capital sunk in these undertakings. 
In estimating the gains made by communities by 
the adoption of the policy of municipal trading, 
an allowance must be made for all these circum- 
stances. It only requires care on the part of Local 
Authprili^ to avoid giving a false impression of 
^the gains made in their municipal trades by not. 
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charging rates against their works in the same way 
as if they were owned by private proprietors. It 
is, however, hardly possible to include in municipal 
accounts either allowances for the problematical 
rents mentioned in the preceding paragraph or 
for the circumstances now under consideration ; 
for such allowances would be of the nature of very 
speculative estimates. Nevertheless, not only must 
a full share of local taxation be debited in the 
accounts of municipal trades ; but an estimate 
must be made of the rents which might have 
been drawn from private companies managing the 
same businesses on the same lines, as well as of 
the money value of all the services which those 
companies might have been forced to render with- 
out a corresponding payment; and these estimated 
amounts must be deducted from the net profits 
made by any city to ascertain what is the gain 
resulting from the municipalisation of the various 
industries now under its management. In other 
words, a municipality will gain nothing whatever 
by transferring to itself •■that portion of the income 
of a private company which, if no such transfer 
were to take place, would be disbursed either in 
payments to the municipal treasury or in unpaid 
public services. As a set-off against this, if any 
of the cost of inspection, which would fall on the 
public revenues if 'the trades municipalised had 
remained in private hands, is now included in the 
cost of municipal trading* then that sum should 
be added to the net profits of Municipal Trade in 
order to ascertain the gains. , 

(12) Thus far ”e have been considmag ,^ose 
•portions of the gross receipts which, if the under- 
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taking was in private hands) would be paid away 
eitiier in defraying the necessary expenses connected 
with the business, or in rents or other payments 
to the municipality. The remaining portion (c) — that 
payable in interest to the share- and debenture- 
holders — ^has now to be discussed; and the ques- 
tion is whether this, sum, or any part of it, can be 
captured for the benefit of the public by the 
municipalis^tion of any industry. In considering 
this subject, we shall be dealing with two questions 
of considerable impojrtance. The first is the risk 
inherent in every business enterprise ; and the second 
is the statement frequently made that the profits 
of municipal undertakings are due to the low rate 
of interest at which municipalities can raise loans.* 
(13) When a municipality undertakes to manage 
any commercial enterprise it may either start the 
business de novo, or it may buy up some exist- 
ing undertaking.' The normal procedure in the 
latter case, which will here first be discussed, is as 
follows. A Town Council raises money by loan, 
and, with the sum thus raised, a business, such 
for example as gas-works, is purchased from the 
private company which had hitherto managed it. 
As we are not now considering either the pay- 
ments into the municipal treasury or the outgoing 
expenses, we must assume that before municipalisa- 
tion the private company was not paying a rent 
or rendering any unpaid servfce to the municipality, 
and, moreover, that it was not so cfrcumstanced 
that either roit or unpaid services could have been 
extracted fix>m it; and also that after municipalisa- 
tion t^^hanagement becomes neither more nor less 

> Q. 1899. 
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^Sdent And the qrjesti<H) thoi is wh^her, in 
these circumstances, the community can gain any 
financial advantages by the municipalisation of such 
an industiy. 

(14) If a landowner raises a sum of money on 
mortgage firom his banker at 3 per cent., and with 
it buys shares in some indust^al concern paying 
8 per cent, on the purchase money, he obtains an 
income of 5 per cent on the money Arrowed as 
long as that happy condition of afi&irs lasts. But 
if, instead of speculating in this industrial enter- 
prise, the sum raised by him were invested in 
railway debentures paying 3 per cent, he would 
make nothing whatever by the transaction. The 
reason is obvious. The investing public makes an 
estimate of the risk attached to the industrial 
enterprise in question; and„ if 8 per cent can be 
made by buying shares in other concerns to which 
no more risk is held to be attached, then no 
investor will give for the shares in this industrial 
enterprise a price so high that they will bring him 
in a lower rate of interest than 8 per cent. The 
interest paid on the purchase money is, in &ct, a 
measure of the risk as estimated by the commercial 
world. This is true for industrial shares and railway 
debentures, and the same kind of considerations 
govon the rate of interest which the banker 
demands for losing Qut his money to the landlord. 
The banker, in fact, m&kes about the same estimate 
of the soundness of the security offered by the 
hmdlord that the debenture-holders do with regard 
to the security offered by the railway company; 
and, consequently, the landlord has toVj^y his 
bwtiker about the same rate of interest that the 
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railway company has to paji its debenture-lmlders. 
Thus, if the landlord, when investing the money 
he borrows, does not accept a risk greater than 
that attached to the security he ofia^, he cannot 
hope to make any profit w^tever by the transac* 
tion; and the greater the risk he accepts, the 
greater will be his possible gains, though, of course, 
the more likely is he to lose considerably. 

(15) The foregoing explanation of speculative 
profits and losses will be readily accepted ; yet 
comparatively few p^ple appear to recognise that 
the purchase, for example, of gas-works at their 
market value by a municipality with money 
borrowed in the money-market is a transaction 
of a very similar character to that just described. 
This can, however, hardly be denied; and, if this 
be so, it follows that nothing could be made by the 
municipalisation of gas-works if the shares of the 
gas company wei% considered by the public to be 
as soimd an investment as the town’s debts. If 
that were the ease, the rate of interest received by 
■ the gas company’s shareholders would be no higher 
than the interest paid by the town to its bond- 
holders ; and for every XlOO borrowed by the 
. town, the municipality would have to pay away 
in interest as much as they would receive in profits 
for eveiy £100 paid as purchase money. We have 
here for the time being omitted the que^ion of 
sinking funds; but, putting /this aside, and also 
aU questions connected with municip^ rent and 
management, *U follows that the munieipod revenues 
com only he increased by a policy of mmidpod 
pradingjfnhere^oas some risk cUtaehed to the industries 
\pwrchaeed. 
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(16) The foregoing is, I believe, in the nuun, 
a correct statement of the case as regards the eiifect 
of risk on the profits of municipal enterprise. It 
may, however, be urged that the greater prestige 
attached to municipalities, which probably means 
the wider field fiom which they can hope to raise 
their funds, enables them to raise loans at a lower 
rate of interest than that which private companies 
have to pay, quite independently of 9.II question 
of risk ; and that this accounts in a measure for 
the profits made by municip{i\ities with borrowed 
money. There is, no doubt, some truth in this 
argument ; for the advantages thus gained by 
municipalities are somewhat similar to the advan- 
tages gained in this respect by large firms when 
buying out their smaller rivals. But, as regards 
the relative prestige of municipalities and companies, 
the effect is not likely to be so great as first im- 
pressions might lead us to think*; for, as a rule, 
large municipalities have to buy up large and well- 
known industrial concerns, the smaller businesses 
being purchased by the smaller towns. Some of 
the Metropolitan Gas Companies, for example, are 
so well-known that there is but little margin for a 
rise in the value of their shares by becoming more 
widely known. No doubt, however, municipal 
prestige does make it possible for a municipality 
to gain something by municipal enterprise without 
incurring a^ corresponxiing risk, though 1 suspect 
the gain made in this way is but small. 

(17) But the important point to* note is that 
the main difference between the interest paid by 
municipalities and the interest paid onNat^fures in 
jprivate gas-works has nothing to do with prestige. 
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and is entirely dependent dh the risks run. If a 
Town Council were to borrow money, and if it 
were to make the interest solely payable out of 
the profits made by the gas-works bought with the 
sum thus raised, then few will doubt that a higher 
rate of interest would have to be paid than would 
be necessary in the ‘case of the ordinary municipal 
debts, the security for which is limited in no 
such way. •Prestige certainly does not enter into 
the comparison between these two methods of 
raising municipal loans; and the difference between 
the interests paid in the two cases would be solely 
due to the possibility that the municipal gas-works 
might become less profitable in future. If gas- 
works were bought with money raised by a loan 
with the profits on the gas-works as sole security, 
the town would suffer no loss if, for example, gas 
should be largej^ superseded by electricity; the 
holders of the special municipal stock would, in 
that case, not receive their fiill rate of interest, 
and they would be the sufferers. , Thus the excess 
of interest paid on a iQan raised on the sole 
security of the gas-works over and above the 
interest paid on ordinary loans would best be 
regarded by the municipality as an insurance 
against any losses that might be made on this 
trading enterprise ; for, by paying this excess of 
interest these losses would jbe made to fall on 
others. But, if the gas-wotks had bron allowed 
to remain in private hands, in this case also the 
town would *not suffer any loss &om the business 
becoming less ^profitable, and it would be insured 
equally^ell against this risk. Thus, when any 
industry is municipalised, part of the profits which 
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may aocnie to the pi^lic may be said to be due 
to the municipality not insuring against a risk 
against which insurance is made as long as the 
wcnrks remain in private hands. If a business firm 
ceased to insure against fire, its profits would 
riiow a corresponding increase as long as no fire 
occimred. Could that firm instance this increase of 
profits as a proof of the wisdom of its conduct? 
Obviously not. But is it any more sound for a 
municipality to claim the whole of the profits of 
thdr municipal trades as a proof of the wisdom 
of their policy when part of that profit is due to 
the acceptance of a risk formerly guarded against? 
In fact, in quoting the statistical results of 
Municipal Trade, that part of the profit which 
should be regarded as an insurmice fund against 
risks must not be included 'in the gains. 

(18) If a firm of shipowners insures each 
separate ship by putting aside a sum just sufficient 
to cover the risk, and, if a large number of ships 
are thus insured, the total sum put aside in each 
year will, on the averse, be the same as the 
amount which will be paid away in that same 
year in making good the losses sustained. In 
somewhat the same way, a large part of the net 
profits which municipalities may make on their 
gas-works, water-works, tramways, etc., should be 
regarded as an insurance fund to cover such losses 
as those winch may m made on mtmicipal piers, 
luu^urs, workmen’s dwellings, etc. This fund 
should be put aside to cover any loss ‘in the muni- 
cipal enterprises undotaken by the same Local 
Authmity ; tmd, with this end in vie^i^sjt may 
apfHropriately be utilised in paying off the muni- 
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dpal trading debts, and in thus lessening the 
chances of losses being noade subsequently. 

(19) We have seen that the gains made by 
municipalities in their trading enterprises resemble 
the gains made by a landlord investing in indushrial 
securities money borrowed on a mortgage on his 
estate ; and we should therefore enquire more closely 
to what circumstances any gains which may thus 
be made ar^ in reality due. It appears to me that 
these gains may be said to be due either to ex- 
ceptional knowledge , or wisdom, or, in popular 
language, to luck or chance. The landlord’s 
judgment of the value of the shares bought 
with the money raised on mortgage may be more 
sound and reliable than that of the business 
world, or he may know certain facts which are 
not generally known; and, if he have either of 
these advantages, he will often be aUe to buy 
shares at below -^hat would be their nuu'ket price 
if all investors were as wise as he, or if all 
the facts known to him about the industry were 
known to every one. Injthese circumstances his 
profits therefore might, in part at all events, be 
said to be due to his greater wisdom or know- 
. ledge. But if the landlord cannot claim any special 
superiority in these respects, we must next enquire 
whether, on the average, the interest he will get 
by investing his money in the shares of various 
companies, all with some rfek attached, will be 
higher or lower, taking his losses into Mcouht, tium 
the interest he has to pay on his mortgage. This 
is in reality the same question as asking whether 
it is the^iiiore or the less risky investments which 
^iOn the average and in the long run return to the 
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investor the higher rwte of interest. In order to 
answer this question we have to consider which of 
two motives acting on human nature will have the 
greater influence. Will the hope of a high rate of 
interest drive up the prices of risky investments- 
so high that the average rate of interest obtained 
by the investor, taking his losses into account, will 
be lower than the rate he would obtain if he 
invested in less risky concerns and^ had fewer 
losses ? If so, the speculator with borrowed money 
will lose in the long run. is the fear of loss 
so deterrent that those who do venture into the 
more risky fields really obtain a higher rate of 
interest on the average? If so, the speculator 
must gain in the long run. According to the best 
authorities, these two influences nearly balance each 
other, though the latter is ^somewhat the stronger ; 
and the interest obtained in>m investments in risky 
undertakings is in the long run but' very little greater 
than the interest obtained from investments in less 
speculative ventures. Thus if a landlord, with the 
average knowledge possessed by the business world, 
raises money by mortgage, and invests it in a large 
number of securities all involving some risk, he will 
find that in the long run he gains a little by the 
transaction; but it will be but a very little. It 
follows that if, on the average, he gains very little, 
then, as regards each individual transaction, it is 
not far from an eveia chance whether he gains or 
loses. About half, or a very little more than half, 
of his investmoits will be lucky, and about half, 
or a very little less than half, will be unlucky.' 

^ See ‘'Dictionery of Economics,” Felgraye, Akatory andh^ie , by Prof. 
^EdgevortL 
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(20) Thus the gains of a private speculator may 

be said to be almost entirely due either to wisdom 
and knowledge above the average or to luck; and 
the same is true, ^ believe, of municipal enterprise 
as regards tliat part of the gains now under con- 
sideration. The discussion on public as compared 
with private management has shown that the 
relative wisdom and knowledge of the two parties 
concerned would be more likely to lead to too high 
rather than*to too low a price being paid on the 
average for a business bought from private pro- 
prietors by a municipality, and consequently to 
a decrease in the public revenues ratlier than to a 
gain to the municipality in this respect. Even if 
the average inferiority of elected representatives as 
compared with directors of companies in matters 
of business be not admitted, few will be bold 
enough to advocate municipal enterprise on the 
ground of the special aptitude of our municipal 
councillors for speculation. We must not count 
on any financial advantage being thus obtained by 
their superior wisdom or knowledge ; and, as regards 
the portion of the income of a private company 
which is disbursed in interest and dividends, these 
theoretical considerations appear to point to the 
conclusion that it is at the best almost a matter 
of luck whether a gain will be made on the muni- 
cipalisation of any particular ^dustry or whether 
the public revenues will be di’awn on to make up 
a deficit. ^ 

(21) But if the gains made in any single 
municipal enterprise are so largely dependent on 
unforesee^le circumstances or on luck, it obviously 
follows that we must always endeavour to eliminate 
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this element by takingfinto considemtion the results 
obtained in a large number of different municipal 
teades, and that it is useless to quote any single 
instance of success or want of success as a guide 
fOT future acti<HL In the following chapter it will 
be seen that a good profit has, on the average, 
been made by the municipalisation of gets ; and this 
fact, standing alone, should therefore allowed to 
influence our judgment but very little as to the 
probable financial results of municipalisation in 
general. This may be admit;!^; but what is not 
apparent at first is that such statistical results teU 
us very little as to the wisdom of municipalising 
gets itself. No doubt, experience has proved that 
the chances of actual losses being made by gas 
manufacturers, public or private, is less than it was 
thought to be long ago ; or, at all events, this was 
true until electricity began to make such great 
advances. But as the risks appeared to grow less 
and less, so both the chances of making a consider- 
able profit and the chances of making a considerable 
loss by speculating in ^ shares or gas-works with 
borrowed money diminished equally. It has, in 
fact, become far less probable that the public 
revenues would be either materially increased or 
materially decreased by the municipalisation of 
existing private gas-works; but whether the result 
would be an increase or a decrease will alwa 3 rs 
depend on whether the estimate made by the in- 
vesting pu^c of the fvJture of the gas trade is or 
is not too sanguine, and whether, • consequently, 
the price of the gas shares is or is not too high. 
And of such questiems coundllors are nowsoo better 
aide to judge than they wa« half a century ago. 
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(22) There is, indeed, np little confusion with 
regard to the meaning* of the word risk. Cities 
like Manchester, where the gas-works have been in 
public hands for many years, have made great 
profits by this industry, and some of the less 
thoughtful advocates of municipal enterprise appear 
to be influenced by the idea that success proves 
that in reality no risk was run. Profits, they would 
argue, cannpt therefore be dependent on risk. It is 
true that to any one gifted with a prophetic spirit, 
tliere could be no such thing as risk ; in commercial 
matters it would always be a certainty of profit or 
a certainty of loss. Risk, in the sense in which 
we are now using the word, is the anticipation of 
loss, without the actual knowledge of what the 
future will bring. In the early days of the gas 
industry there was a considerable amount of doubt 
as to its future, and Manchester, by accepting that 
risk, has been Enabled to make correspondingly 
large net profits. Now many doubts have been 
removed; now there would be less chance of large 
net profits or large net lo$j;ses in a similar under- 
taking; but, until we can look into the future 
with a perfect prophetic spirit, some risk will 
always attend mimicipal trades, and the results 
may in a measure always be said to be due to 
chance. 

(28) Though we have thus far only been con- 
sidering the purchase of going concert^ by munici- 
palities, the foregoing arguments are, nevertheless, 
applicable, with but little modification, to municipal 
trades in which the works have been actually built 
and started by Local Authorities. It is true that 
in this case any infmority in business capacity cm , 

H 
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the part of public (officials has an ev^ more 
harmful efl^ ; for the initial design and con- 
struction of the works is then in their hands. On 
the otho* hand, some of the expenditure which 
must accompany the promotion of private companies 
will be saved when municipal trades are promoted 
by Local Authorities. As ta the way in which 
the comparison is affected by possible payments by 
private proprietors into the municipal treasury, little 
further need be said. If the Local Authorities 
concerned, instead of building for themselves, had 
oilered a concession to a private company enabling 
it to carry on the business in question, then that 
company could have been induced to pay such a 
rent as would have reduced their probable gross 
profits so as to make them equal to the normal 
commercial gross profits on enterprises involving 
the same risks. When a rent could have been 
obtained by a municipality without undertaking 
the management of the works themselves, the sum 
thus obtainable cannot obviously be included 
amongst the advantages resulting from that 
management. In other words, in discussing the 
gain made in any municipal trade, we must either 
deduct the estimated rent obtainable from private 
proprietors from the net profits, or we must take 
into consideration the purchase of works which 
are making not more than a normal rate of 
interest on^the purchase money. No doubt, the 
risk is greater as a rule when works are first built, 
because of the uncertainty as to tfre growth of 
the town, and because of the chances of errors in 
estimating the cost of construction; and, conse- 
quently, in these circumstances, a somewhat higher 
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estimated rate of interest ii normally necessary to 
induce private investors to take shares. Munici- 
palities which decide to build their own works 
rather than to wait to buy up a going private 
concern will be undertaking the more risky enter- 
prise, and will, therefore, have a greater chance both 
of making a considerable gain in case of success 
and of adding considerably to the taxation in case 
of failure. • But the reasons previously given for 
believing that the^e contingencies approximately 
cancel one another still hold good ; and the average 
results of Municipal Trade will not differ materially 
whether the works are bought or built. 

(24) When any town increases in size and 
population, any right granted by its authorities to a 
private company enabling it to retain a monopoly in 
its hands in perpetuity *will as a rule tend gradually 
to increase in value ; and this increase in value thus 
passing into the Viands of private proprietors is often 
described as the “unearned increment.” It has 
been asserted that Municipal Trade affords the best 
method of “ capturing theoineamed increment,” and 
of making it pass into the public treasury ; and, in 
order to deal with this argument, it is necessary to 
revert for a short while to questions connected 
with the granting of concessions to private com- 
panies. 

(25) When Local Authorities grant to electric 
lighting companies, for example, the ^ht to inter- 
fere with the roadways, it has been seen that the 
bargain then*made should include regulations as to 
the price at wjiich electricity is to be supplied to 
the public. For the purposes of illustration let it 
be assumed, in the first place, that a maximum price. 
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only is named; although a perpetual concession of 
this t3rpe would in reality constitute a very in- 
judicious bargain. Such a concession would amount 
to the city saying to the promoters of a private 
company that they might, if they liked, take the 
risks involved in selling electricity at the price 
named ; that, if they did so, and if the anticipation 
of danger which created the sense of risk proved to 
be well founded, why, so much the worse for their 
shareholders; whereas, if the frisks proved to be 
illusory, the company might ceap the full results 
of their good luck. Terminable concessions are 
now, however, always granted to electric lighting 
companies, and, imder them, the Local Authorities 
concerned retain the right at the end of a given 
period either to make a fresh bargain with the 
company, or to assume the management of the works 
themselves. Such a concession is equivalent to the 
municipality saying to the private proprietors accept- 
ing it that Ihey must for a certain term of years take 
all the risks involved in accepting a perpetual con- 
cession ; and that, if the ^industry should prove to be 
in a prosperous state at the end of the concession 
period, then the city would step in and reap the 
greater part of the fruits of their successful efforts. 
It is clear that this latter bargain would not be as 
attractive as a perpetual concession .to the investing 
public, and that, in order to attract the necessary 
capital, it M^uld have to be accompanied by the 
prospects of larger dividends in the immediate 
future. Thus Local Authorities ‘must permit 
companies working under termina)>le concessions 
at ^t to charge hi^^er prices than need be per- 
. nutted un<to perpetual concessions; though, aftor 



197 


our. m] CONCESSIONS AND PRICES 

the right to make a new b^gain at the end of the 
concession period had been exercised, prices might 
very likely be reduced to below what they would 
have been had a perpetual concession existed. 

(26) Something more than a mere maximum 
of prices has, however, as a rule been included in 
perpetual concessions granted in England; for they 
have generally contained clauses intended to secure 
to either the consumer or the ratepayer a certiun 
share in the increasp of wealth resulting from the 
industry in question becoming more prosperous. 
In concessions to gas-works, for example, there is 
usually a sliding scale of prices under which com- 
panies are forced to lower their prices with each 
increase in the rate of dividend paid to their share- 
holders. In the case of water-works there is usually 
a statutory limitation to dividends, which prevents 
the possibility of an increase in the Value of the 
shareholders’ property beyond a certain limit. And, 
lastly, when new capital is required by these 
companies, the shares issued have to be sold by 
auction, and the proceeds Jbave all to pass into the 
capital account, a method of preventing the 
previously existing shareholders from gaining any- 
thing by the absorption of the premium at which 
shares might be issued. These are, however, but 
incomplete and> unsatisfactory methods of dealing 
with the question. No concession can possibly 
make suitable provisions for all fiiture contin- 
gencies ; and it is most desirabl^ that Local 
Authorities should be able by means of terminable 
concessions to, make new bargains from time to 
time with the private owners of monopolies. 
Sliding scales of prices, etc., might be advan-. 
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tageously included in these terminable concessions; 
but the effect of their being terminable would, 
nevertheless, be to make the private proprietor more 
anxious about the arrangements for the immediate 
future and less anxious about the distant future. 
Prices under terminable concessions, however care- 
fully framed, will, therefore, normally tend to be 
higher in the earlier years and lower after a 
time than they would have been had ^ the Local 
Authorities concerned granted a perpetual con- 
cession of a similar t)rpe in other respects. 

(27) Passing on, after these preliminaries, to the 
question of the capture of the unearned increment 
by means of Municipal Trade, let us, in the first 
place, take the case of a municipality initiating its 
own works. In this case the community will reap 
the full benefit of any increase of profits due to an 
increase of population or to any other extraneous 
cause; but they will also bear the fiill weight of 
any losses that may be sustained from such causes. 
They will capture the whole of any increment, 
earned or unearned ; but; they will also capture the 
whole of any unearned decrement ; and, if ttie word 
“increment” be interpreted in the same sense as 
the word “gain,” the increments are, as we have 
seen, likely, on the average, to be nearly exactly 
balanced by the decrements. It ia true that one 
circumstance was not taken into account in the 
foregoing discussion von municipal gains. The 
price of shares of private companies is decided by 
the risk as estimated by the investing public; and 
the investing public are apt to be top much guided 
in making such estimates by the prospects of the 
immediate as compared with the more distant 
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future. Thus, even if a municipality buys works 
at their fiill market value, tne price paid will prove 
in the more distant ^ture to have been a low 
one, granted a continued increase in population 
or other circumstances making for commercial 
prosperity; for this ultimate increase of prosperity 
will not have increased the value of the shares 
at the time of the purchase as much as it should 
have done ^ even if it might then have reasonably 
been anticipated. It should, however, be noted 
that if industries geperally are likely in the distant 
future to be less prosperous than they are at 
present, then the price paid for going works will 
be too high, and Municipal Trade will tend to 
increase local taxation in the future. Possibly we 
may be right in framing our policy on the assump- 
tion of a continued increase in the prosperity of 
industries tending to become monopolies in towns; 
and, on that aSsumption, the initiation of works 
by Local Authorities will enable them to “capture 
“an unearned increment” which would have passed 
into the hands of private proprietors, if, instead 
of the municipality undertaking the business, a 
perpetual concession were granted to a private 
company. But if a terminable concession had been 
granted, then the probable profits in the more 
distant fiitur^ would not have entered into the 
question at all; and, by granting such a concession, 
the municipality would hav^ captured the unearned 
increment exactly as well as by mani^ing the works 
themselves. • 

(28) As to the purchase of works by munici- 
palities from companies owning perpetual conces- 
sions, it is obvious that any increase of prosperity, 
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ivilich had actually taken place before the purchase 
was made, would be indicated by a rise in the 
market price of the shares; and the tmeamed in- 
crement of the past would thoefore pass into the 
hands of the vendors when they sold their business. 
Not only would this be the case, but the probable 
increase in prosperity in the mo)« immediate future 
would also affect the price paid, and in this way 
the unearned increment of this more immediate 

I 

mture would probably be discounted and would 
pass to the vendors. But ,6n the assumption 
that the business would continue to increase in 
prosperity for a considerable time, the municipality 
would, it is true, gain in the distant future by such 
a purchase; but this gain could be made equally 
well either by the municipality undertaking the 
management of the purchased works itself or by 
granting a terminable concession to the vendors or 
to some other company. What is' essential to the 
capture of the imeamed increment in this sense is 
not Municipal Trade but the abolition of bargains 
made in perpetuity with private owners. 

(29) We have seen that in the case of mon- 
opolies the price of the commodities sold will be 
lower at first and higher afterwards if a perpetual 
concession has been granted, than they would have 
been had a terminable concession ^been granted. 
When a prosperous company arrives at that period 
of its existence when pinces are higher because of 
the perpetual ^nature of its concession, it generally 
becomes apparent that, if the Local c Authorities 
crmconed had not found themselves “hampered” 
by a bargain of bygone years, they would have 
bi^ able to force the company to sell at cheaper 
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prices whilst still allowing theyfi to make a “ reason- 
“ able ” profit. In these circumstances the capture of 
this unearned increment is likely to be demanded; 
for it will only be but a small minority who 
will perceive what such a capture would really 
amount to. Putting aside the errors of judgment 
of the investing puUic in not taking the distant 
future sufficiently into account, no “unearned in- 
“crement” Yi^ould be gained by the purchase with 
borrowed money of the shares of a company owning 
a perpetual concession* at the market price at which 
they would stand on the assumption that the 
bargain between the municipality and the company 
would continue to hold good; and any certain 
capture of the unearned increment must mean the 
municipality, whilst taking advantiige of its bargain 
with private proprietors so long as the community 
were thus being benefited, arbitrarily violating it 
when it appearecf that the tide had turned in 
favour of those proprietors. A gain can, no doubt, 
be made by a municipality by purchasing going 
works at less than their market value, but an in- 
crement so captured is certainly “ unearned ” by the 
community capturing it. 

( 30 ) Thus it appears that the unearned increment 
can always be captured by the granting of termin- 
able concessionsyquite as effectively as by means 
of Municipal Trade; and that no honest arrange- 
ment for capturing it can be> made without some 
correspondii^ increase of risk. The lAoral of this 
discussion is not that Municipal Trade is good, 
but that perpei^ual concessions are bad. They are 
bad because, as we have just seen, they put a 
temptation in the way of a community to capture 



RISES AND GAINS 


SOS 


[chat, m 


an unearned increment by breaking a bargain, a 
capture which may be supported by very plausible 
arguments; and they are bad for other reasons 
which will be considered in a subsequent chapter. 

(81) In the foregoing discussion on the capture of 
the unearned increment, we have assumed that works 
will be purchased at not less than their market 
value. A very difficult practical question, no doubt, 
arises as to the extent to which the market price 
should regulate the purchase money in cases where 
it can be proved that the concession for a municipal 
monopoly has been obtained by fraud or corruption. 
As to all other cases, anything in the nature of 
confiscation would be both inexpedient and im- 
moral; and it is only the question of expediency 
which raises the doubt as to what should be done 
in the case of improperly ‘acquired concessions. It 
is usually very difficult for the original shareholders 
in private companies, and still more difficult for 
the subsequent purchasers of shares, to ascertain 
whether or not fi^ud or corruption was practised 
when the company w^s acquiring its rights; and 
the confiscation of fraudulently acquired concessions 
would tend to discourage investors in all such 
enterprises, whether conducted properly or not. 
It is the best policy for a municipality not only 
to be honest, but to maintain ev^ry appearance of 
honesty. 

(82) Actual confiscation is not often advocated; 
but the suggestion is frequently made that the 
private owners of monopolies are making excessive 
profits, and that these excessive prpfits shoiild not 
be takm as a basis for valuing their property for 
compulsory purchase. In many cases the high 
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rate of interest is merely non^al; as, for example, 
when a gas company ’issues new shares at a 
premium. When this occurs, the shareholders 
are in exactly the same position as if a lower rate 
of interest had been nam^, and a smaller premium 
obtained ; and there is not, in such cases, a shadow 
of an excuse for confiscation. But it is no doubt 
true that the rate of interest calculated on the cash 
originally im^rested is often high; and, when this 
is the case, the shares are certain to stand at a 
premium in the market. This high rate of interest, 
and this premium resulting from it, may be due 
to the business having been well conducted ; and 
it is but fair that a higher price should be paid 
for a well managed concern as compared with one 
which has been less ably conducted. The premium 
may also, as we have seen, be due to a diminution 
in the risk connected with the undertaking; that 
is to say, to the industry haxHing proved to be 
more remunerative than was originally anticipated. 
In that case the premium is, in fact, a payment 
to the proprietors for hjiving taken the risks 
involved in establishing the industry. If a public 
body did not care to face the risk of initiating 
or of buying up any commercial undertaking 
in its more hazardous days, it would now be a 
simple act of /obbery on its part to buy out 
compulsorily the proprietors on terms which would 
deprive them of all remunemtion for having taken 
these initial risks. Local Authorities must not 
expect at first to be able to get the safety which 
comes from allowing private owners to act as the 
pioneers of commerce and also later on to earn the 
same profits as if they themselves had been struggling 
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against the difficulti^ alwa 3 rs experienced in new 
undertakings. Lastly, the premium may be due 
either to “money having been cheap,” or to the 
price of mateii^ having been low, when the 
capital was first raised and expended. But those 
who consider it fair to allow such &cts as these 
to coimt as a reason for cutting down the purchase 
price below the market level can hardly refuse 
to consider claims which might be brought forward 
in favour of industries, the shares of which are at 
a discount, being bought uprat a price above that 
obtainable m the market on the ground that 
this discount was due to similar causes acting in the 
opposite direction. In the case of owners who 
have recently bought shares in private companies 
at a premium, it would appear to be even more 
inequitable to buy them out at the face value of 
their holdings; for these proprietors have in no 
way benefited by the rise in price of the shares. 
Thus in no circumstances do high rates of interests 
justify confiscation. Concessions, as we have seen, 
should always contain clauses regulating the price at 
which the property could be bought up by the muni- 
cipality; but, when no such clauses have been in- 
serted, the market value is the only equitable guide 
to the price to be paid at the compulsory purchase 
of property held under such perpetqal concessions. 

(88) In this chapter we have endeavoured to 
estimate the gains vdiich municipalities are likely 
to make either by transferring to themselves the 
whole of the income and liabilities of existing 
jHivate companies or by building ^orks for them- 
selves ; the necessary funds being raised by 
municipal loans. It was seen, in the first place, 
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that any sums which were ^being paid, or which 
might have been paid, by private companies into 
munidpai treasuries should not be included as a 
part of these gains ; and that any expenditure 
connected with inspections, which would have been 
incurred by the public had the trades municipalised 
remained in private hands, should not be induded 
in the costs of Municipal Trade. Making allow- 
ances for tl^se facts, then it appeared that, on 
the average, the chances of a gain being made 
and the chances of •taxation being increased in 
consequence of Municipal Trade would be about 
equal except for the following circumstances. 
The rate of interest paid by municipalities is 
slightly lower than that paid by companies because 
of their greater prestige; and the feet that some 
risk is always run in .trading enterprises makes 
the average surplus of profits over losses some- 
what higher than* the interest paid on municipal 
loans; and for both these reasons some little gain 
is likely to be made by municipal trades. On 
the other hand, the less economical management 
of Local Authorities as compared with private 
proprietors makes it probable that taxation will be 
increased by the abandonment of private trade. 
Balancing these opposing tendencies, it appears 
probable that ^me municipal works will make 
gains ; that some communities will suffer 
from a considerable increase of taxation; whilst, 
on the average, there will be but . Iktle finandal 
advantage or disadvantage to the nation resulting 
from the management of trades by municipalities. 
But, in this discussion, two assumptions have been 
made, neither of which is accurate. In the first 
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place, nothing was mc|uded in the cost of municipal 
trading on account of sinking funds; and, if the 
foregoing conclusions are correct, it follows that 
it is probable that the whole of the payments 
made by municipalities into sinking funds will, 
on the average, have to be raised by taxation. 
In the second place, it was. assumed that prices 
remained the same after the works had been 
purchased by Local Authorities. Jf, however, 
prices were lowered after municipalisation, this 
could only be done by decreasing municipal net 
profits ; whereas, if prices were raised, then the net 
municipal profits would be correspondingly increased. 
Finally, it was seen that the hope of capturing the 
unearned increment gives no support to Municipal 
Trade as compared with private trade under termin* 
able concessions. 



. VIII 

, MUNICIPAL STATISTICS 

(1) In the preceding chapter, various theoretical 
questions connected with municipal finance have 
been discussed without the aid of figures, and 
certain theoretical conclusions as to the financial 
advantages which are likely to accrue to munici- 
palities firom their trading enterprises have been 
reached. Although results thus obtained by a 
priori reasoning are always unsatisfactory, and 
although it would be far better, were it possible, 
to decide all points at issue by reference to facts 
and figures, it is, nevertheless, not my intention 
here to deal exhaustively with municipal statistics. 
"Not only is my main object to help others in 
studying for themselves the information available, 
a study which is almost useless if not accom- 
panied by some theoretical reasoning, but far too 
much weight is visually placed on financial results 
in this controv^y. The following discussion will, 
it is hoped, be sufficient t^ make this apparent ; 
for it will be seen that, whether English munici- 
palities as a whole have, or have not, giuned any- 
thing by Municipal Trade, it can hardly be 
doubted that the effect on local taxation has been 

very small in comparison with the total local 

vn 



808 MUNICIPAL STATISTICS [chap. vm. 

revenues raised, and that, consequently, other points 
in tiiis controversy ire &r more important than 
those directly connected with finance. It will be 
seen, moreover, that the information now available 
is sufficiently untrustworthy to make it uncertain 
which way the balance turns in weighing the 
direct financial results, and that certain important 
indirect financial results are of necessity wholly 
neglected in all municipal statistics. ^ 

(2) Several plans have been suggested for ascer- 
taining the effect of Municipal Trade on municipal 
finances. The method which at first sight appears 
to be that most likely to produce reliable results 
would be to ascertain whether the municipalities 
which have spent most on remunerative works are 
rated higher or lower than those municipalities 
which have trusted mom to private enterprise. 
Many pitfalls, however, are found in the path of 
this enquiry. In >the first place, municipalities may, 
in comparison with private companies, habitually 
charge lower prices for the goods they sell; and, 
even if the rates in tqwns where Municipal Trade 
flourishes are higher, that trade may, therefore, 
nevertheless be financially beneficial to the com- 
^ munity as a whole; or, on the contrary, rates may 
be lower, whilst the financial results may in reality 
be harmfiil. Here, however, we^^are only dealing 
with the interests of the ratepayers and not witli 
those of the consumers, and all questions (Kmnected 
with price and quality will be considered in the 
next chapter. Municipal Trade mayt moreover, put 
a check on private trade without itself increasing to a 
conresponding extent, and in this way local taxation 
may be affected without the result being rendered 
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appamit by this method of ei^qtii]y« It is neverthe- 
less a valuable method, aAd the total amount of loans 
raised for remunerative work for English borough as 
given in the Stock Exchange Official Intelligence 
for a series of fifty-eight towns have been sj^temati- 
cally examined by Miss Alice Lee, with the following 
results ; ^ — Loans for remunerative work appear 
neither to be associated with high rates nor with low 
rates. But an increase of loans is nevertheless asso- 
ciated with an increase in rates ; a correlation which 
may be illustrated by the following theoretical cases 
for towns of constant population: — 

Case (i.) A town with no loan for remunerative 
work : — Increase of rates 6d. in the 
£ in 14 years. 

Case (ii.) A town with the average rate of increase 
of loans *for remunerative work : — 
Iiytreasci^of rates in the same period 
— 8jd. in the £. 

Case (iii.) A town with twice the average rate of 
increase of loans for remunerative 
work ; — Incr&ase of rates in the same 
period — lOjd. in the £. 

This con'elation may be accounted for by the feet 
that loans at first cause an increase of taxation, and 
later on a decrease; of taxation, and that at the present 
date these two effects are neutralising each other, the 
net result being that taxatio^ is now unaffected by 
remunerative loans. If this be the tru^ explanation 
it seems probable that in future, when a large proper- 

1 A note on the Relation l>etween Bates, Expenditure on Remunera- 
tive Works, and Rate of Increase of Population in Fifty-eight or more 
British Municipalities, by Alice Lee, D.Sc., will, I hope, dhortl)^ be published 
in the Economic Jowrml 
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tion of the existing debts are paid off, remunerative 
work will be associated with a decrease of taxation ; 
though it would appear that the existing rapid increase 
of remunerative loans must lead to an increase of local 
taxation in the immediate ffiture. It is, however, 
possible that this correlation between an increase of 
rates and an increase of remunerative loans is in part 
due- to a correlation between the desire for Municipal 
Trade and either municipal energy 9 r municipal 
extravagance. In fact, it can only be said that Miss 
Lee’s very careftil investigation indicates that Muni- 
cipal Trade has at the present time no very material 
effect on municipal taxation in England. 

(8) Another method of attacking this problem is 
to examine the actual statistics of Municipal Trade.' 
The most complete and reliable information is to be 
found in certain Local Government Board Returns, 
issued in 1899 and 1902; information which is all 
the more valuable for having been subjected to 
much criticism by Sir Henry Fowler, Mr Row- 
Fogo, and others.® These returns deal with all 

reproductive ” undertakings carried on by municipal 
boroughs in England and Wales, including water- 
works, gas-works, markets, tramways, electric light- 
ing, piers, quays, and harbours ; the periods included 
being in the first return the five years ending 
81st March 1898, and in the second return the 
four years ending 81st March 1902. The follow- 
ing table constitutes x^a brief abstract of the last 
of these two returns. 

1 Headers who do not wish to wade through figures should omit the 
remainder of this chapter ; for they will find the general results here 
arrived at summarised in chap, ix., pars. 19 to 

* ** Municipal Corporations (Reproductive Undertakings),” Returns by 
L.Q.B., March 1889, No. 88, and December 1902, No. 398 : Sir Henry 
Fowler in Jour, of the Eoyal Stats, Soc,, September 1900 ; Mr Row-Fogo in 
Ecommic Jowmal^ March 1901. 
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(4) Thus we see fhat, as regards the more 
strictly commercial undertakings, the average annual 
net profit was £894,825 in the case of gas-works, 
and £81,904 in the case of tramways, whilst there 
was a net loss of £11,707 in the case of electrical 
works ; and that there was a net profit of 
£860,867 on the total of all remunerative under- 
takings. If nothing more had to be said it would 
appear that this latter sum of rather* more than 
a third of a miUion sterling is the average amount 
passing into the municipal 'treasuries, and being 
thus made available to replace some other source of 
revenue. 

(5) If, however, the existing net profits as thus 
obtained are stated without any reference to what 
the net profits will amount to in the future, a 
very false impression of the results of Municipal 
Trade is given. Municipal debts, must be paid off 
within a given number of years, and when that 
period has expired in the case of all existing loans 
included in this return, the sum of £4,199,746 now 
paid on the average for'repa)mients of principal and 
interest will no longer be paid. If the circum- 
stances connected with all these reproductive under- 
takings remain unchanged, the net profits made, 
on the average, would, judging by these returns, 
eventually amount to £4,560,618 a -.year ; being the 
sum of the existing net profits, £860,867, and the 
£4,199,746, now payable, as interest, etc. It is to 
be observed 'that this future net profit, as it may 
be called, is the same sum as that 'entered in the 
abstract under the heading of “gross profits.” If 
these remunerative undertakings had been allowed to 
remain in private hands, no such revenue as this 
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future net profit would evn have fallen into the 
municipal treasuries; and It is therefore obvious 
that not only the existing net profits of municipal 
trades, but also the probable future net profits, 
must be quoted when we are endeavouring to 
weigh the relative merits of public and private 
enterprise. 

(6) Thus we have two estimated profits to deal 
with, the existing and the future net profits; the 
future net profits being the same as the existing 
gross profits. But,*«when we are asked to quote 
these profits as percentages, the question arises as 
to whether it is more usefiil to quote them as 
percentages of the total capital provided or as 
percentages of the outstanding debt. If, with Sir 
Henry Fowler, we calculate the profits, whether 
net ,or gross, as percentages of the outstanding 
debt, we shall obtain a figure which must fluctuate 
irregularly, decreWng suddenly when the capital 
on which the percentage is calculated is suddenly 
increased by large sums being borrowed, and in- 
creasing more or less steadily as the outstanding 
debt is diminished by the redemption of loans; a 
figure, therefore, which cannot be readily made 
available as a guide for the future when Local 
Authorities are considering the municipalisation of 
any enterprise.^ • 

(7) Shall wfe then calculate the profits as . per- 
centages of the total ca^^l provided? This is, 
no doubt, the most convenient metlyad as regards 
gross profits; (for it is to the point to know that 

* The outfitanding debt is, I believe, moreover, a nomimil figure, and 
depends on whether the loans were raised at a premium or at a discount* 
This point is, however, not an important one. 
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the gross profit on English gas-works (£1,287,768), 
for example, amounts ^5*4 per cent on the total 
capital provided (£24,028,116). As far as it is legiti- 
mate to foretell the fiiture by looking to the past and 
as far as these figures can be trusted, we are thus 
justified in saying that municipalities may hope to 
make a gross profit of 5*4 per cent, on any sum they 
may expend on the municipalisation of gas-works ; 
and that, many years after any such expenditure, 
when all the debts thus incurred will have been 
redeemed, and when this 5*4 /per cent, will have, 
therefore, no charge against it, this is the sum 
which may be estimated as the net profit which 
will then be av^ailable as part of the municipal 
revenues. 

(8) With regard to the existing average net 
profit, it must be remembered that this figure is 
obtained by deducting the charges for repayments 
of principal and interest on the debts fi'om the 
gross profit; and it is, therefore, a figure which 
must change with every change in the amount of 
those charges. Very different sums from those now 
obtained as representing the net profits would 
probably be obtained by the examination ten 
years hence of similar returns to those now under 
examination, even if the remunerative works included 
were carried on precisely in the same manner as the 
existing works ; because in that interv^ more money 
would probably have ^en borrowed, some debts 
would certainly have been paid off, and, even if 
the gross profits remmned the same, dif^nt 
deductions would have to. be made ^om them to 
ascertain the net profits. There is, therefore, very 
little to be gained by quoting net profits as thus 
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ascertained in any shape or ibrm» whether as 
percentages of the to^ qapital provided or as 
percentages of the outstanding debts. 

(9) But, although existing net profits tells us 
but little, municipalities, considering the wisdom 
of municipalising gas-works, for example, are 
naturally anxious ,to estimate the net profit 
or loss they would be likely to make by such a 
proceeding. Accepting these returns as indicating 
accurately what will occur in the future, it has 
been seen that the Ip'oss profits in gas-works may 
be estimated at 5*4 per cent, on the total sum 
to be expended; and that, when all the loans 
are paid off, this sum will become the net profit. 
But the question is, what are likely to be net profits 
whilst the debts are being paid oft‘? Or, in other 
words, in order to ascertain the estimated pro- 
spective net profit, what deductions must be made 
fix>m this existiAg 5*4 per cent, gross profits on 
account of payments for interest and sinking fund 
charges on the outstanding debts. This, of course, 
depends on the rate of interest which will be paid on 
those loans, and on the number of years allowed 
for their redemption ; and it is impossible to answer 
these questions without making various assump- 
tions, all of which introduce possible sources of 
error. The amqunt shown in the foregoing table for 
repayments of principal and interest, £892,988, is 
4 8 per cent, on the outstanding capital, £18,497,587 ; 
and if we refer to actuarifi tables we shall see that 
with loans b ,^ 3^ per cent., a municipality must pay 
4*8 per cent on its debts to redeem them in thirty- 
two years. J^ere we get an indication as to the 
conditions which on the average now exist as regards 
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gus }o8QS, and the conditions which, thoiefore, we 
should assume as likely to exist in future. If, 
tho^fore, we assume tl^t in future the whole of 
the mon^ for the purchase of any gas-works will 
be raised by one loan; that 8^ per cent would be 
the rate of interest on the loan if irredeemable; 
and that the loan will be redeemed on the annuity 
system in thirty-two years; it follows that, out of 
the 5‘4 per cent, of probable gross profits, the 
municipality in question will have to pdy away 4*8 
per cent in repayments of pri^ipal and in interest, 
leaving a surplus of 0-6 per cent In other words, 
judging by the past and accepting these calculations, 
municipalities should expect to make a profit on new 
municipal gas-works of a little over one-half per 
cent for thirty-two years, and 5*4 per cent for ever 
afterwards. 

(10) In the foregoing calculation 8^ per cent 
has been taken as the rate of interest payable on 
municipal loans for gas-works in the future, although 
the actual rate of interest paid according to the 
returns under examination is a trifle higher. Such 
an assumption, of course, Introduces a possible source 
of error ; for it may be that the rate of interest will 
be either higher or lower in the fiiture. If, therefore, 
it be assumed that existing conditions remain 
practically unchanged, no material^ error will have 
been introduced by this assumption^ As to the 
length of time allowed for the repayment of loans, 
assumed in the above ciaiculation to be thirty-two 
years, Parliamdht, or the Government Departments 
concerned, may alter it at any time ; and no certain 
fiDrecast on this subject is possible. * 

(11) Later on it will be seen that there are 
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mmy reasons why existing gross profits are an 
uncertain guide as to . thei gross profits which 
will be made in future in municipal trades. 
In connection with this subject it is interesting 
to enquire whether there is any marked difference 
between the profits made by industries which 
have recently passed mto public hands as compared 
with those which have bCen managed by Local 
Authorities for many years. With this object in 
view, I havb divided the English municipal gas- 
works into divisions^, according to the dates at 
which the mimicipalities commenced managing 
them.* The result is as follows: — 


Date. 

• 

No. of Works. 

Average Annual 
Gross Profit, 
per cent. 
1898-1902. 

Previous to 1860 • 

19 

6-8 

1860-69 .... 

n 

6-9 

1870-79 .... 


5-4 

1880-89 .... 

H 

5-8 

1890-99 . . . 


4-8 


Those, municip^ties which commenced operations 
some time ago,*have, no doubt, in many cases added 
largely in recent years to their capital expenditure on 

/ 

1 The capital on which the percentages have beei# calculated for me 
by Miss E. Eldertoxh is in this case the mean between the total capitals 
provided as shown in the Returns of 1898 and 1902 ; and in this way 
the error mentioned In par. 22 has been avoided. These figures are 
not, therefore, strictly comparable with the 6*4 per cent, given as the 
1 avera^^ gross profits on gas-works. 
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gas-works; and, if it had been possible to classify 
the works according U* the mean date at which the 
capital was provided, it is not improbable that the 
difference between the profits made by the earlier 
and the later works would have been even more 
marked. If we assume as before that municipalities 
will have to pay 4*8 per cent, for thirty-two years 
on the capital provided, it follows that, accepting the 
above figures as a guide, the net profits on future 
municipal investments in gas-works rise from 
nothing to one-half per cent, .during the first thirty- 
two years, and that they will increase to over 6 per 
cent, when all the debts have been paid off. In 
any case, the above statement shows clearly that 
the later municipalisations are now less profitable 
than the works which have been managed by Local 
Authorities for many years.. 

(12) In calculating the estimated prospective 
net profits we have taken the case of municipal gas- 
works as an example ; whereas, in all enquiries with 
reference to Municipal Trade, we should, as far as 
possible, base our conclusions on average results. 
As to the other industries included in the Local 
Government Board Returns of remunerative under- 
takings, many of them, such as water- works, markets, 
piers, etc., though they may be worked at a profit, 
are not worked for a profit. This fact must, of 
course, be held in view in considering the figures, 
now about to be given, which have reference to these 
industries takpn as a whble. 

(18) In the foregoing abstract of, results it was 
seen that the average annual gross profit on all the 
remunerative undertakings included was £4,560,618 ; 
a sum ^(diich represents a return of 3*8 per cent 
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on the total capital provided, namely £120,081,792. 
If this 3*8 per cent he aocepted as the figure 
indicating the estimated gross profit which Local 
Authorities may hope to make on the average by 
their future municipal enterprises; and if 4*2 per 
cent be taken as the percentage payable in order 
to redeem 8 per cent loans in forty-two years, 
these being the figures indicated by the Return as 
being probably accurate for average results; then 
we arrive af 0*4 per cent as being the estimated 
net loss which municij^alities should expect to make 
during those forty-two years. 

(14) Thus, if the foregoing . figures be accepted 
as guides for the future, it appears that Local 
Authorities investing capital in gas-works may hope 
to obtain a net profit of about one-half per cent 
on the money thus invested for the first thirty-two 
years after incurring the expenditure, and . that this 
net profit would rise to about five and a half per 
cent, at the end of this period. As to money 
invested in future in many remunerative under- 
takings similar to those now municipalised in 
England, Local Authorities on a similar basis may 
estimate that at first the net profits made by them 
on their gas-works would be a little more than 
cancelled by the net losses made on their other 
undertakings, thu^ leaving a net loss of nearly one- 
half per cent. x>n the average; and that, after a 
period of forty-two years, they might hope to 
make nearly foiur per ceJft. on the average <m 
the money tipis invested. These conclusions are, 
however, obtained by considering all the under- 
takings included in the Local Government Board 
Returns without reference to the dates at which 
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MTCvks were municipalised. If this element be 
taken into account, iL appi^rs that, as reigards gas- 
works, Local Authorities ought to estimate that no 
net profit would be made at first, and that the 
net profit would increase to about one-half per 
cent, before the debts are redeemed, after which it 
would eventually rise to a maximum of over six 
per cent. Local Authorities should therefore, 
judging by analogy, expect to suffer a loss greater 
than the average during the first few years on the 
total of their investments on remunerative under- 
takings ; an anticipation the probability of which I 
have, however, been unable to confirm by reference 
to the Returns. 

(15) Thus at first sight it appears as if these 
returns gave us the information we are in search of. 
But is this so? In order to decide this point we 
must enquire to what extent reliance can be placed 
on these results as representing what has actually 
occurred in the past ; what additions to or deductions 
firom these net profits have to be made in order to 
obtain figures representing the gains of Municipal 
Trade; and to what extent these gains, even if 
accurately ascertained as regards the past, can be 
relied on as guides for the fiiture. We shall see 
that each one of these questions opens up new and 
serious elements of doubt. 

(16) As to the first of these 'questions, that 
is, as to the reliability of the Local Government 
Returns as representing actual results, Mr Row- 

has carefully exmnined the stajistical records 

T^^f^lish municipal gas-works as in^cated by the 
m .made in 1899, and he clearly proves 
net lacdits cannot be accepted as accurate. 
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The proof is best given in his own words. “The 
“ application of the balances *on revenue account is 
“ as follows ; 


In relief of rates 

£281,615 

In reduction of price of gas 

6,467 

Public lighting of streets .... 

1,423 

Reserves or sinking funds, for purposes 

other tlian repayment of loans 

55,816 

Renewal and additions .... 

7,640 

Deprecia^on 

11,152 

Miscellaneous (incorje tax, repairs, repay- 
ment of loans, premiums paid on invest- 

ments, etc.) 

2,491 

Not yet applied, or application not stated . 

29,716 

Carried forward 

11,126 

Writing oflF deficits of previous years . 

6,941 

Losses 

£414,432 

8,119 

Total so-called * net profit * . 

£411,313 


Having previously pointed out that this total in 
reality coincides with the £870,840, the figure 
obtained by Sir Henry Fowler, because the 
£411,818 includes about £40,000 for depreciation 
and other items which are not included in the 
£870,840 net profit, he continues as follows : — 
How much, now, of this can be considered as 
“profit? About the first three items there can be 
“ no doubt, they are nothing else than ‘ profit 
“ ‘ divided.’ They represent money paid out of the 
“ concern to, or for behoof pf shareholders — ^the rate- 
“ payers. The next items are the points in regard 
“ to which errbr has arisen. Beserve funds set aside 
“for various phiposes are items of exp^diture, not 
“ profit. They are an alternative method for meeting 
“heavy charges which it is not desirable or not 
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“possible to defray as they arise. Depreciation, as 
“explained, is the dhly tsharge deducted in the 
“official figures. Outlay incurred on renewals and 
“addition to plant is also never considered to be 
“ profit, although it may be provisionally kept apart 
“ for the purpose of considering how much must be 
“paid for out of revenue. Miscellaneous outlays 
“made up chiefly of income tax, repairs, premiums 
“paid on investments, bank interest, and so forth, 
“fall under the same head. They are losses, not 
“ profits.” ^ After stating that the allotment of 
remaining items is less obvious, he proceeds to 
make a careful estimate of true profit, and concludes 
that it should be reduced to £806,917, with an 
expression of doubt as to whether another £13,593 
should not be deducted. For the details of this dis- 
cussion, I must refer the reader to the original paper. 

(17) Some of the foregoing observations appear 
to be not quite unassailable. On the one hand, 
if, as we shall see later, these statistics are almost 
worthless for the purposes of this enquiry unless 
the relative prices charged by public and private 
enterprises are at the same time taken into con- 
sideration, it seems to be hardly legitimate to 
include in profits money spent in the reduction 
of the price of gas. On the other hand — and this 
is a far more important point— ^-mpney placed in 
reserves and expenditure on additions to plant, etc., 
is, as a rule, balanced in private business by an 
increase on d;he capital account; and when no 
fr«sh capital is being raised, these sums may, in 
fact, be equivalent to money which is taken out 
of the gross profits and invested in the business, 
^ Ecmmic J<mmal^ J« Kow-Fogo^ March 1901, p. 14, 
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and which, therefore, does not go to increase the 
dividends paid to shareholders.* It appears to me that 
it would be desirable to follow the same plan in 
municipal accounts; that Is to say, to class these 
sums as profits, and to make annually a corre- 
sponding addition to the “total capital provided.” 
As, however, it would appear that this latter adjust- 
ment has not been made in past years, and as this 
expenditure might perhaps be more properly in- 
cluded under depreciation and current expenditure, 
there is not much to be said against Mr Row- 
Fogo’s method of dealing with this question. Thus, 
on the whole, it seems fair provisionally to adopt 
£307,000 as being the average annual net profits 
made by English municipal gas-works between 1898 
and 1898 on the ground that this figure represents 
the best attempt yet ixiade to extract the truth 
from the official figures; and if this figure be 
accepted as accurate, both the gross profits and 
the net profits on gas-works during those years must 
be reduced by about 0’3 per cent. 

(18) Unfortunately, no similar examination has 
been made of the statistics of all the remunerative 
undertakings. But the same author tells us that 
an examination of numerous borough accounts 
led to the detection of “a considerable number 
“of errors both in principle and detail,”^ the most 
important being with reference to entries regarding 
stocks in hand. But, even if it be admitted that 
mistakes such as these detract “ vpxy seriously 
“ from the value of the ofiicial statistics,” yet it may, 
nevertheless, be true that they do not materially 
afiect the average results obtained ; and certainly we 
^ Etmomic Journal^ March 1^1, p. 19, 
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have no means of knowing in which way they telL 
But as to many other v^asons for doubtii^ the relia- 
bility of the average results obtained from municipal 
statistics, though it may be true that we cannot 
estimate the importance of the errors involved, 
yet we may be able to say in which way they 
will probably aflect the results. Take, for instance, 
the effect of free accommodation being given for 
municipal trading offices in town halls^ or in other 
public buildings. Such accommodation is not 
given for the offices of private gas and water 
companies; and, consequently, when accommoda- 
tion is given for municipal trading offices in 
public buildings, some portion of the expenditure 
on their erection and maintenance is necessary only 
because of these municipal enterprises. As a 
matter of account, therefore, a rent should always 
be included in the cost of all municipal industries 
when they receive any such advantages. But has 
this been done? It has been stated that, had 
the cost of book-keeping, rentals and other 
items been properly .included, the accounts of 
the Philadelphia Gas-Works would have shown 
a loss and not a profit.^ Though the errors in 
English municipal accounts are probably never as 
serious as is suggested in this instance, yet such 
rents are not usually charged ;• and, as long as 
this is the case, English munfcipal accounts 
will not show the true cost to municipalities of * 
the trading, enterprisdis undertaken by them. 
The exact sum to be charged would, no doubt, 
be difficult to estimate ; but thb should not prevent 

I ^<The Lease of the Philadelphia Gas-Works," W. D. Lewi%; Quarts 
/ifuimal of Eeonmicif January 1896, 
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a reasonable charge being made and entered. 
Then again it has been, suggested that salaries are 
charged under various other headings in municipal 
accounts, and are not properly debited to the 
trading enterprises which necessitate the ex- 
penditure. It is, for example, reasonable that 
some portion of th^ salaries of the town clerk, 
the borough surveyor, and other officials shoiud 
be charged against the municipal gas- and water- 
works, especially as the increase of business arising 
firom the mtmicipaltsation of these industries is 
not infrequently given as a reason for increasing 
the pay of these officials; and such charges are, I 
believe, seldom or never included in English muni- 
cipal accounts.^ It has been stated that the French 
Postal Budget is wholly delusive because neither 
interest on capital, nor railway charges, nor pensions, 
are fully charged;* and it would be far more satis- 
factory, to say the least, if steps were taken to ensure 
that all expenditure on salaries and pensions was 
correctly entered in the case of English municipal 
enterprises. We are told by one witness before 
the Joint Committee on Municipal Trading that he 
found great difficulty in “ determining whether 
“the coal, for instance, which the Corporation has 
“ bought has been properly charged to their 
“ electric - lighting undertaking and to their dust 
“destructor.”* ' Obviously all material used, together 
with a share of the municipal stationery, should 
be charged to each enterprise to show the true 
cost. On sijnilar grounds, it is wrong for a 

» M.T.E., Q8. 87^ 1140, 1680, 1681; «Tracti(m and Tranamisaion,” 
January 1902, p. 21 ; and Economic Journal^ March 1901, p. 17. 

* “ L’Etat Moderne,** Leroy-Beaulieu, 1860, p. 163. 

® Q. 1141, Mr Emile Garcke. 
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municipality to charge to the general municipal 
account more of the cqpt of the widening of streets 
to enable a mimicipal tramway to be constructed 
than would have been charged had the tramway 
been made by a private company; a method of 
hiding the true relative cost of public and private 
enterprise which, it is stated, one city, at all events, 
hsCs attempted to adopt, though probably not 
with that object.^ Lastly, municipal enterprises 
must be treated exactly as private companies in 
all matters of taxation, locaj or geheral. It has 
been suggested that municipal property is rated 
more leniently than private property ; and, if this 
is the case, a loss will arise from the municipalisa- 
tion of any enterprise which will not show itself 
in the trading accounts.^ It is true that the 
assessment is made by a local body distinct from 
that in charge of the municipal enterprise.® This 
is not, however, a very efficient safeguard against 
such errors ; for there is little sense of injustice 
in rating a public building too low. The foregoing 
are examples of errors ^i^hich, it has been asserted, 
have been made in the keeping of municipal 
accounts, every one of which would make muni- 
cipal production appear to cost less than it really 
does. It may, perhaps, not imreasonably be urged 
that the correcticm of these errors would not greatly 
alter the percentage of gross profits. We are here, 
however, dealing with narrow margins ; and with- ‘ 
out doubt these cireums'lances must make us view 
the forcing condusions with som^ suspicion, a 
suspicion which must be allowed tO |Carry a certain 

» M.T.E., Q. 870. *JWa., Q.3419, 

> /Kd., Q. 3168, 
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weight when these statistical results are quoted in 
the controversy on Municiptil Trade. 

(19) Another question which has been raised 
with regard to municipal accounts is in connec- 
tion with depreciation. Perhaps this subject can 
best be illustrated by first considering an extreme 
and, of course, impossible theoretical exatn]^^ 
Take the case of a hypothetical industrial concern, 
the whole capital of which is invested in plant 
and machinery; and^ the plant and machinery of 
which is, moreover, not being kept up to date by 
expenditure on maintenance, and is, therefore, depre- 
ciating steadily in value, so that at the end of, say, 
thirty years, it will become valueless. In these 
circumstances, if an annual depreciation is properly 
entered in the accounts, a fiind will be created 
which, at the end of the thirty years vdll be equal 
to the total original capital, and with which, there- 
fore, new plant could be bought, and the business 
started anew without any more funds being raised. 
This is what, as a rule, would, and what certainly 
should always be done in private trade. But with 
public enterprises, when the debts created are paid 
off in a certain number of years, the case is 
different. Take the case of a somewhat similar 
hypothetical municipal enterprise, in the accounts of 
which no annual* charge is made for depreciation, 
the debts, however, being completely redeemed at 
the end of the thirty years. At the end of that 
period there would be no^iabilities ^d no assets. 
There would,, it is true, be no funds wherewith to 
recommence business; but the citizens of that time 
could raise no complaint on that ground; for they 
would have subscribed nothing and lost nothing. 
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This hypothetical industry, no doubt, r^resents a 
grotesque exaggeration^ of .what might occur ; for 
land never “wears out,” and plant and machinery 
can often be kept quite up to its initial value by 
renewals and expenditure on maintenance. But 
these illustrations do make it clear that there is 
some justification for charging depreciation on a 
dii^rent scale in municipal trades, where the whole 
of the capital expenditure is being wiped out by 
sinking funds, to what ought to be' charged in 
private trades, where no such provision is being 
made for the future. 

(20) But, whatever be right or wrong, if, in 
the English municipal trades included in the Local 
Government Board Returns, depreciation has not, 
as a fact, been charged on the full scale which 
ought to be adopted in private trade, it will be 
seen that the foregoing conclusions cannot be 
accepted as being accurate for our purposes. We 
have seen that the gross profit on these municipal 
remunerative undertakings amounts to 8*8 per cent, 
on the total capital provided; and it has been 
assumed that this 8*8 per cent, will be all avail- 
able as net profit when the municipal debts have 
all been redeemed. But if the depreciation charged 
has not been adequate to create a fund to cover 
all fiiture expenditure on renewals, it is obvious 
that more money will have to be raised at some 
future time, and that the future net profits will 
be less than this 8*8 per cent, gross profits by the 
amoimt whic^ will have to be charg^ for interest 
and sinking funds for this new ci(pital. Tins is 
obviously mi important point, if it be true, as has 
often be^ asserted, that the depreciatimi charged 
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in municipal trades is on a very low scale. In- 
dependent enquiry is much < needed on this point, 
and at present it can only be said that the amount 
included in the above-mentioned returns appears to 
be very small. Some deduction probably ought to 
be made from the 3*8 per cent, gross profits ; but what 
that deduction should be it is impossible to say.*^^ 
(21) It was assumed in the case of the abo'rc- 
mentioned |iypothetical industry under municipal 
management, vthat thp plant wore out at the same 
date at whicn the debts were wholly redeemed; 
and it was seen that, in these circumstances, the 
citizens of the future would have no cause of 
complaint, even if no depreciation were charged. 
But if the period for the redemption of debts be 
longer than the average life of the plant purchased 
with the money thus raised, and if depreciation be 
not properly charged, then a more or less consider- 
able amount of capital must be raised before the 
old debts are all redeemed. This consideration 
appears always to be held in view by the Govern- 
ment Departments when dealing with local loans. 
For example, when Local Authorities construct 
tramways with the view of leasing them out to 
be worked by private companies, then the loan is 
allowed to run for a longer period than would be 
permitted if the municipality had intended to 
work the business itself ; the reason being that 
the working of tramways necessitates the purchase 
of tramcars and other shoA-lived asse^, a purchase 
which would be unnecessary if the tramways were 
« 

1 M.T.R., Qs. 1167 and 1679 ; Economic J&U/rml^ March 1901, p. 17 ; 
“ Traction and Transmission,” March 1902, p. 169 ; Times, 28th 
August and 30th September 1902. 
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to be leased to private companies. This is as 
it should be; but, unfortunately, an element of 
doubt must thus be introduced into all comparisons 
between the two systems;^ for it is impossible to 
tell whether the relative lengths of the loans 
corresponds truly to the relative length of life of 
Jthe plants in the two cases. Again, if a proper 
ca^kal account be kept, the capital being regularly 
diminished by depreciation, and also increased 
when plant is renewed, the profits will be correctly 
and uniformly shown by the accounts. But if this 
is not done in the earlier years, when the plant is 
new and requires little expenditme on maintenance 
and renewals, the net profits shown will be large. 
The majority of our municipal trades being still 
in their infancy, if judged by the date at which 
the bulk of the expenditure on them was in- 
curred, we here have another reason connected 
with depreciation, though perhaps not a very im- 
portant one, for suspecting that statistics paint the 
prospects of those about to enter the field of 
Municipal Trade somewhat too brightly. 

(22) Thus doubts have been thrown on the 
accuracy of the records of the expenditure on 
municipal trades, and therefore on the net profits 
deduced from them. But if these net profits are 
to be quoted as percentages of the» capital employed 
we must also enquire whether that capital has been 
correctly recorded. In the first place, the capital 
statement in ^the foregoing table dealing with aU 
the remunerative undertakings shows the position 
on 81st March 1902, whilst the inoome is for the 
average of the four years ended on tiiat date. 

^ ^‘Traction and Transmission,” January 1902, p. 21. 
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During those four years debts were being paid off, 
and new loans negotia^ and what we ought to 
have is a capital statement for the middle of that 
period. Hence the foregoing results tell in this 
respect unduly against Municipal Trade. As far as 
the imperfect information at my command enables 
me to judge, I estimate that the gross profits on 
gas-works should be increased from 5'4 per 
to 5*8 per cent., the estimated period f® the 
redemption*- of debts remaining about the same ; 
and, as to\he to&l of the remunerative under- 
takings, the gross profit should be increased from 
3*8 per cent, to somewhat over 4 per cent., and the 
estimated period for the redemption of loans reduced 
from forty-two to forty years. The net profits are 
but little affected by this error. These corrections 
are, however, but little trustworthy. 

(23) It is, nevertheless, probable that for other 
reasons the capital is likely to be understated rather 
than overstated. From the original Local Govern- 
ment Board Returns it will be seen that the “ Total 
“ Capital provided ” is, in the case of gas-works, greater 
than the “Amount of Capital borrowed” by the 
sum of £1,270,694 ; a difference which is accounted 
for in ways mentioned in the notes to the Re- 
turn, as well as possibly by capital being raised 
by taxation or Jtaken out of profits ; and certainly, 
for the purposes of our calculations, all such sums 
should be included in the total capital. To illus- 
trate this point, let us ^ake an extreme case, and 
assume that the whole of the cajAtal expenditure 
in purchasing certain gas-works was obtained from 
the municipal revenues and none by loan. In 
these circ umstan ces citizens would be heavily taxed 
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for the benefit of posterity. But the net profits 
made on gas-works thps purchased, if calculated 
as a percentage on the money actually thus in- 
vested, however it might have been obtained, 
would serve as a correct guide to other Local 
Authorities in the future, whether these other Local 
Authorities intended to raise funds for their enter- 
by loan or not. In fact, in seeking for 
guidaiice for the future with regard to capital 
investments, we want to know, not the ckpital value 
of the existing municipal enterprie^^ss, nor the 
amount borrowed by municipalities, but the actual 
amoimt of capital expenditure. Annual losses in- 
curred should not be covered by writing down 
the total capital provided, as is sometimes done 
in private trade ; neither should money raised by 
taxation to cover such losses be added to the 
total sum provided. But when capital expenditure 
is covered either by taxation, or by providing the 
necessary funds out of the profits made, then the 
total capital provided should be increased by a like 
amount. To obtain accurate results as far as our 

c 

calculations are concerned, the foregoing rules with 
regard to capital expenditure should be followed. 
Unfortunately, we have reason to believe that this 
has not been done, and that an error, great or 
small, has thus been introduced. » As to money 
raised by taxation, it has been asserted, for example; 
that initial charges in the case of electric lighting, 
presmnably chargeable tq capital account, are 
sometimes “paM out of fbe rates in '^e years in 
“ which they accrue,” and then disappear out of the 
accounts.* As to capital expenditure out of profits, 

^ Q. 1677, Mr W. L. Madgen. 



CHAP, vm.] CAPITAL EXPENDITURE 888 

there is no evidence to guide us. But, judging by 
the daily delivery of gas, we|find that the “ capital 
“employed” in the Manchester Corporation gas- 
works would have to be increased by between 
£300,000 and £600,000 to bring it up to the level of 
the “ capital employed ” by the Metropolitan private 
gas companies.^ Now this difference may. be due , 
either — (1) to the private works having been vof/lte 
expensively constructed, or (2) to the coital 
employed in \he private works including a premium 
on the sums \iginally invested, or (8) to money 
having been provided out of profits for capital 
expenditure on the municipal works, and no 
corresponding increase having been made in the 
total capital provided ; and to whatever extent 
this third explanation is the correct one, to that 
extent the total capital . provided as assumed in 
the foregoing calculations is erroneous. Man- 
chester, by municipalising the gas industry more 
than sixty years ago, took a considerable risk, and 
was able consequently to make considerable profits ; 
and in these circumstances the provision of capital 
expenditure out of profits, if it was done, was an 
eminently wise and prudent act. There is, perhaps, 
no reason why this capital expenditure should have 
been shown by the Corporation for their own 
purposes in their accounts, and there is, therefore, 
now nothing to show that Manchester did not in 
the past thus invest several hundreds of thousands 
of pounds in her gas-works, sums which do not 
now appear iq the total capital provided. The 
Manchester gas-works must not be quoted by the 
advocates of Municipal Trade without making full 

* “ Qas Analysis,” Field, 1900, p. 16. 
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allowance for this possibility, nor without acknow- 
ledging the impossibility of Local Authorities buy- 
ing gas-works in future ever again putting aside 
such large sums out of profits. If Manchester is 
still providing capital expenditure out of profits, that 
is an item to be noted on the other side ; for then 
^the net, profits made should* for our purposes be 
c^srespondingly increased. As there are few muni- 
cipaF enterprises comparable to the Manchester gas- 
works, this error in the “ Total Capita provided ” is 
not likely to affect average ‘’resultiS^ very seriously. 
But it will affect them somewhat; and to whatever 
extent the capital ought to have been increased by 
the inclusion of capital expenditure provided for out 
of taxation or out of profits, to a corresponding 
extent wiU the estimated net profits as calculated 
as a percentage of the total capital provided give 
a too favourable guide for the prospects of muni- 
cipal enterprise in future. 

(24) But even if we could eliminate all errors 
with regard to current and capital expenditure, we 
should still have to enquire what additions to or 
deductions from the accurately stated net profits 
should be made to ascertain what municipalities 
have gained by their trading enterprises; or, in 
other words, to find out how much taxation has 
been increased or reduced thereby. As to possible 
additions to the net profits, it has already been 
mentioned that if the charges connected with the 
inspection of gas, for example, are included in the 
cost of the municipal gas-works, aq addition must 
be made to the net profit to ascertain the gain; 
for such charges would have to be provided for 
out of the public revenues if the works were in 
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private hands. Both from the point of view of the 
efficiency of the inspectimi aiyi on financial grounds, 
the inspecting departments should in every way be 
kept as distinct as possible from the manufacturing 
departments ; and the cost of the inspecting depart- 
ment should be debited to the ordinary borough 
funds. But there is no means of ascertaining to^ 
what extent this principle has been adhered^b, 
or, consequently, of estimating the additions mhich 
should be ini^e to tjie net profits on this account. 
This must m^ly be^noted as an imknown, though 
probably not a very material correction to be made 
to the net profits in ascertaining the gains. 

(25) As to the deductions which should be 
made from the net profits in ascertaining the gains, 
it has already been remarked that the foregoing 
results may require cqjTections because of items 
connected with taxation, rents of public buildings, 
widenings of streets, etc., not being properly entered 
imder the expenditure. But, in addition to all 
such corrections, the rents which might have been 
drawn from private companies had the existing 
municipal remunerative undertakings been left in 
their hands, though they should not be included in 
the municipal accounts, should, nevertheless, be 
deducted from the net profits to ascertain what 
municipalities are really gaining by the imder- 
takings m^aged by them. Taking the caise of 
tramways, it will be seen from the Local Govern- 
ment Board Returns under consideration that the 
net profits of the tramways owned and managed 
by English mftnicipalities were £81,904 a year on 
an average, the gross profits amounting to £873,981. 
There can be no doubt that, had these tramways 
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been leased out for working, the companies 
managing them wouH have paid rents to the 
municipalities concerned; and what we have to do 
is to endeavour to ascertain what these rents would 
have amounted to. In the original Local Govern- 
ment Board Returns, it will be seen that the tram- 
vjivays owned, but not worked by Corporations, return 
to'«t^e Corporations working them a net profit of 
1*5 per cent, on the total capital provided by the 
Corporations. But the capital provi<^ by Corpora- 
tions is, so I am informed, some 20 per cent, 
less in the case of lines leased out by Corporations 
than it would be if those same lines were actually in 
their management. Making allowance for this fact, 
it would appear that the tramways now worked by 
municipalities with a capital of £8,610,578 would have 
brought in over £105,000 a year if they had been 
leased out to private companies. Again in the recent 
negotiations with reference to the renewals of the 
lease of the Birmingham tramways, the rental pro- 
posed by the company was one rising to 15 per cent 
on the gross receipts; and, if this figure could be 
accepted as a basis for average calculations, English 
municipal tramways would have brought in over 
£200,000 a year to the Local Authorities if 
they had been leased out to private companies.^ 
English municipalities are now making a net profit 
of about £80,000 a year out of the tramways they 
manage, a profit which will eventually increase to 
about £875,090 a year ; tthese tramways might be 
leased out to private companies for between £100,000 
and £200,000 a yeu* ; and it is, therefbre, fair to state 
that English municipalities are now losing between 

^ See ako ‘‘Traction and Tranami^on,” October 1901, p. 99. 
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£20,000 and £120,000 on their tramways, a loss which 
will be gradually converted ^to a gain of between 
£75,000 and £175,000 a year. The foregoing figures, 
moreover, probably give a somewhat unfair impres- 
sion ; because no notice has been taken of the fact 
that, besides the rents, the leasing companies have 
in many cases to cover the cost of the sinking funds 
on the Local Authorities’ loans. As regards 
reproductive undertakings, we find that in^New 
York the vai\ous ferry companies have been paying 
about £70,00()V year^to the city, whilst the leased 
wharf property brings in a very large sum;^ and 
such figures make one suspect that very consider- 
able deductions should be made, for example, fi*om 
the gross profit of about £20,000 a year made by 
the Birkenhead municipal ferries before that figure 
could be utilised in estimating the gains made by 
that city from its municipal undertakings. As to 
gas-works, we find that for several years the annual 
payment of the companies managing these under- 
takings to the city of Paris amounted to about 
£800,000 a year.* In the fjice of these facts, it is 
clear that English Local Authorities could have 
leased out their tramways, ferries, markets, gas- 
works, etc., to private companies, and that the rents 
they wouW then have received ought to be deducted 
from the net profits in estimating the gains. 

(26) The rents obtainable from private companies 
obviously depend on the prices and fiures they are 
allowed to charge; a question to be considered in 
the next chap^r. The following figures may, how- 
ever, help to illiistrate the importance of the question. 

^ Municipal Administration/’ Fairlie, pp. 301 and 306. 

’ “ Municipal Government in Continental Europe/’ Albert Shaw, p. 48, 
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Eight per cent, on the gross receipts of English 
remunerative undertal(|ings. amounts to little more 
than 0*8 per cent, on the total capital provided. 
Assuming for the purposes of illustration that, if 
all the existing remunerative undertakings were 
leased out to private companies for management, 
a rental pf 8 per cent, on the gross receipts would, 
oh^he average, be obtained — not an extravagant 
assumption, if we may judge by the 15 per cent, 
rent offered at Birmingham— it wouj^ follow that 
English municipalities could on an Average get 0*8 
per cent, on the total capital provided by leasing 
out their remunerative undertakings to private 
companies. According to the Returns, it would 
appear that our municipalities are actually making 
a net profit of 3*8 per cent by managing these works 
themselves ; that is to say, on this assumption they 
are, by managing these works themselves, making 
3 per cent, more than they would make if they 
leased them out to private companies. But this 
3 per cent, is only just sufficient to cover the 
interest on the debts,, and it leaves no margin 
whatever for the repayments of capital. In other 
words, if all the existing remunerative undertakings 
could be leased out on such terms that an average 
rental of 8 per cent, on the gwss receipts could be 
obtained, it would follow that English communities 
are gaining nothing whatever by their remunerative 
undertakings, and that the repayments of principal 
are all being paid out o1^ taxation which would not 
have been raised but for these remunerative under- 
takings. It is impossible to say whether 8 per cent, 
is too high or too low an estimate of the average 
of the rents which might thus be obtained; and. 
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even if there were no other elements of doubt, we 
should have to confess our ii^ability to say whether 
the financial effects of Municipal Trade are harmful 
or beneficial. 

(27) In reply to the foregoing argument it may 
be said that Manchester, for example, is now making 
over £60,000 a year in net profits from the .city gas-, 
works, whereas, if these same gas-works had J^h 
established by a private company in the or^ary 
manner, Manihester wpuld now be receiving nothing 
whatever from *em. Consequently, it may be urged, 
this sum of over £60,000 is all pure gain, and 
no deduction should be made fi-om it. This is true 
if the comparison to be made is that between muni- 
cipal trade and private trade under a system of 
perpetual concessions, such as those granted to com- 
panies managing gas-worjcs, water-works, etc. But 
if perpetual concessions for such undertakings stand 
condemned, and nf terminable concessions ought to 
be adopted instead, then the comparison which 
should be instituted for the purposes of this discus- 
sion is that between Municipal Trade and private 
trade under a system of terminable concessions. It 
is therefore legitimate for our purposes to compare 
the existing financial condition of Manchester with 
the financial condition which would now exist had 
Manchester originally handed over the management 
of her gas-works to a private company working 
under a terminable concession. If this course of 
action had been pursued, it«is very probable that at 
first no rent li^ould have been obtained from the 
private company! But the concession would have 
contained provisions enabling the city to have made 
fresh arrangements with the company from time to 
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time; and as to all the circumstances which have 
actually made the busij^ess more and more profitable 
to the Local Authorities managing it, these same 
circumstances would also have made it possible for 
the private company to pay an increasing rent to 
the Local Authorities for the privileges conferred on 
it. In fact the rents obtainable from hypothetical 
c6)i»>anies working under terminable concessions will 
gen«|dly increase pari passu with municipal profits. 
Manchester would now probably be (^iwing a large 
rent from a private company hat private trade 
under the system here advocated been adopted ; 
and that rent should be deducted from the muni- 
cipal profits if the example of Manchester is to 
be taken as a guide for the future in comparing 
Municipal Trade with private trade under terminable 
concessions. 

(28) Thus far we have seen that the net profits 
on the total capital provided as deduced from these 
returns are in all probability somewhat too large, 
and that considerable deductions would have to 
be made from these net profits even if they were 
accurately ascertained in order to estimate what 
English municipalities have on the average gained 
by their remunerative undertakings. But, in addi- 
tion to these elements of doubt, we have now to 
enquire how far the gains actually made by muni- 
cipalities in the past, if known, could be accepted 
as guides for the future.^ There are many reasons 
for not relying on t^e statistics of municipal 
trades for purposes of forecasting, possibly the 
most important being that our experience has, in 
r^dity, been but short and scanty. We have 
seen that the profits and losses m^e by trading 
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with borrowed money are largely due to the result 
of circumstances which ‘could not be foreseen, or, 
in popular language, to good or bad luck; and, 
to obtain correct average results by eliminating 
this factor, we ought to have the records of the 
municipalisation of many different trades. This 
we have not got, and all forecasts based 
experience are therefore very unreliable. 

(29) Any considerable increase in the 
any municip^ty will . undoubtedly tend to increase 
the rate of intSrest payable on new loans; and in 
this &ict we find another reason for distrusting the 
results of statistical enquiries. It is probable, in 
my opinion, that, at all events until quite recently, 
the security offered in England by municipalities 
has been considered so ample that the rate of 
interest on all loans ha» been as low as it would 
have been had no ihunicipal trades existed. But 
if the policy of municipalisation were ever adopted 
in London, for example, even to the extent 
advocated by some serious politicians, it would, 
to quote the words of Lofd Avebury, make the 
rate of interest “appreciably higher than it is at 
“ present ” ; ^ and to whatever extent this result is 
actually experienced in the future, to that extent 
will the statistics of the past prove to have been 
false guides for the futxire. Moreover, if in reality 
Municipal Trade has already raised the rate of 
interest, it appears for the following reasons that 
municipal statistics do not* even now represent the 
true cost to the public of these undertakings; an 
error which wifi increase with every advance of 
Municipal Trade. No doubt, when the rate of 

* M.T.B., Qs. 1650 and 3137. 
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interest paid on the loans raised by Local Authorities 
for industrud purposes asen from any cause not 
affecting private trade, tihe results will be apparent in 
the rate of net profits earned by the municipalities 
in question. But the rate of interest payable on 
<M other municipal loans borrowed at the same 
time will, rise equally; and in this way Municipal 
TritAe may throw an additional charge on the 
ordin^ civic expenditure which will not show 
itself in the accoimts of the, munici^^bl industries 
to which it is really due. Tiius tb(j effect which 
Municipal Trade may have in increasing the rate 
of interest on municipal loans not only makes 
past results unreliable as guides for the fixture, but 
also makes the recorded net profits an uncertain 
guide as to what municipalities are actually gaining 
by their industrial ventures. 

( 80 ) We have seen reason to believe that tlie 
gas-works which passed into public hands some 
years ago are now more profitable than those 
which have been more recently acquired by Local 
Authorities, and it is .very important to enquire 
how far this fact should influence ovu forecasts 
as to the future. If the making of greater profits 
by these older municipal industries is to be 
accounted for as being the effect of the gradual 
increase of business as time went on, we might 
expect by analogy that future municipal under- 
takings would go through the same development, 
and that, consequently, ^he immediate prospects of 
any new venWe should not be taken as a guide 
for its future prospects. But if it could be shown 
that the older municipal industries were always 
more profitable, on the average, than the later ones 
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at corresponding periods in their careers, it would 
follow that we could hold out no such flattering 
prospects for the future, dhd we should have to 
judge the future more by the invmediaie past. We 
do not, however, know whether or to what extent 
the older municipalisations were always more proflt- 
able; and all we can do, therefore, is to enquire^ 
into the causes which are likely to affec^the 
profits of municipal trades as time goes ony 

( 81 ) In yaking this enquiry it is in me first 
place to be 'qbserv<Sd that experience shows that 
a well established industry becoming intrinsically 
more profitable is a rarer contingency than its 
becoming less profitable or dying out because of 
its partial or total supersession by other industries 
or inventions. If this be so, it is more probable 
that gas-works will in the future be rendered 
less profitable by competition with electrical- 
works, and tramways less profitable by competition 
with motor cars, than that gas-works and tramways 
will become more profitable without any change 
occurring in the local su^oimdings. Here, then, 
we have a cause tending to make municipal trades 
get less remunerative as time goes on. 

( 82 ) Whatever influence the probable decay 
of industries should have on our forecasts for 
the fiiture, it is certain that this cause has 
produced very little effect on English Municipal 
Trade in the past. The results, if any, have been 
swamped by the effect of the increase in popula- 
tion ; and it is in the* growth df towns that 
we obviously* find the main reason why municipal 
industries tend gradually to become more profit- 
able as time goes on. Even without statistical 
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prooi, it cannot be denied that the profits on 
municipal gas-works, etc., haye tended to increase; 
but, even though this (>e admitted, there are two 
r^ons why the profits now made in industries 
which have been a long time in public hands 
should not be taken as an indication of the profits 
Jikely to made by municipalities on their new 
ventures in years to come. The first of these 
reason^s that we cannot assume that the increase 
of population which has occurred the past 
will continue at the same rate^in fuMire; for the 
recent census returns indicate a considerable 
diminution in that rate of increase, or even that 
no increase at all will be made in future. The 
increase in the profits made by municipal mono- 
polies will probably cease if our towns cease to 
grow. 

(83) The second reason why the results of the 
older municipalisations should not be quoted as 
guides for the future, at all events as regards the 
municipaUsation of the same industry, is because 
it is probable that these older ventures have 
always been more profitable than the more recent 
ones in the same industry. In considering this 
point it is necessary to refer again to the effect of 
risks on profits. The apparent risk in any industry 
may either increase or decrease as^ time goes on; 
but as it has sddom increased in those industries 
^ which have usually been municipalised, and as, 
had it done so, municipalises would seldom have 
been tempted* to buy the works ^ of private 
proprietors in these circumstance!, what we 
really have to consider is the effect of a diminu- 
tion in the apparent risk in particular industries 
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and in industries generally. The rate of interest 
fell considerally during the last half of the last 
century ; but, in so far as this fall affected 
municipal and industrial securities alike, it had 
no effect on municipal net profits. That this 
is so will be apparent when it is remembered that ^ 
municipal net profits depend on the • difference 
between the rate of interest paid by munici^ities 
on their loans and the rate of interest pai* by the 
bought ou^• compa|^es to their shareholders and 
creditors. l?ht when the risk connected with 
any industry diminishes, the rate of interest, as 
calculated on the market value of the stocks 
and shares, inevitably falls in comparison with 
the rate of interest payable by municipalities for 
their loans ; and municipalities buying up works 
after such a fall wiH make a correspondingly 
smaller net profit on their investment. When a 
private company has been allowed to take the 
whole risk connected with any industrial concern 
for many years, a large part of the increase in 
the market value of that concern has usually 
been allowed to pass into the hands of that 
company ; and certainly the citizen of the 
districts served cannot hope to reap the same 
rewards as if they themselves had taken the whole 
risk. To whatever extent this is the true ex- 
planation of the older municipal gas-works being 
more profitable than the more recent municipd 
undertakings in gas, to that extent jwe must cease 
to rely on* ,this difference as indicating the 

probability of gas-works now being municipalised 
becoming in future as profitable as these older 
municipal gas-worics. It may be that Local 
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Authorities now buying up new trades, such as 
electrical works, with borrowed money, may make 
large profits either immediately or in the future ; 
but the other possibility, namely that of large 
losses being incurred, must also be held in view. 
But, if it be true that the anticipated risk 
has, on the average, been diminishing in the 
industries which have been municipalised in the 
past, ^e average results of municipal trades must 
not be accepted without reserve as ifidications of 
the profits likely to be made in thd" future by the 
municipalisation of well established trades. 

(84) We have endeavoured in this chapter to 
draw certain conclusions from the statistics of 
English municipal trades, and to ascertain to 
what extent reliance may justifiably be placed 
on these figures. In order ‘to judge whether these 
statistical results accord or disaccord with the 
theoretical conclusions arrived at in the preceding 
chapter, it will be convenient briefly to summarise 
the foregoing discussion. But before doing so, it 
is necessary first to consider the whole question of 
municipal statistics in connection with the prices 
and qualities of the goods supplied, a subject which 
has thus far hardly been touched on. 



IX 


PRICE AND QUAI.ITY 

(1) The fares and prices which are/ said to 
be charged i^hen jiublic bodies manage in<iustries 
are perhaps mentioned nearly as often as profits, 
as an argument in favour of municipal enterprise. 
But if Local Authorities who are managing and 
making a profit out of gas-works, for example, 
should lower the price of gas, their profits would 
be reduced ; and, on the one hand, the ratepayers 
would be injuriously affected by having to make 
up out of the rates the deficiency thus created in 
the local revenues ; whilst, on the other hand, the 
consumers of gas would be benefited to an 
approximately equal extent by the reduction in 
their gas bills. It is true that, when prices are 
reduced in competitive trades, the resulting increase 
of business often materially compensates the 
manufacturer for the diminution in the profit on 
each article sold, though that compensation is 
often, I believe, grossly over-estimated. But, in 
the case of municipal monopolies, where, for the 
most part, private proprietors would charge higher 
prices if permitted tb do so, mo considerable 
increase of trade results from a moderate reduction 
in prices, and the owners of such monopolies as 

rule lose almost in proportion to the reductions 

*a 
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made in prices. If we may be Allowed to hold 
that the disadvantages to one class cancel the 
advantages to another oclas's, it follows, therefore, 
that, in a sense, the community, as a whole, will 
be but little affected either beneficially or in- 
juriously by any changes in the prices of the 
goods usually manufactured by public bodies. We 
shall, it 'is true, in chap. xii. see reason to 
believe that municipalities and private companies 
ought charge prices on about the ^me level ; 
but, even if this conclusion bef admitted, it leaves 
a fairly wide margin of doubt as to the prices 
which ought to be charged in non-competitive 
trades. Within this margin of doubt, whatever 
may be the effect on different classes, it may 
therefore be said that the community, as a whole, 
is hardly affected by changes in the prices of 
goods manufactured in municipal trades ; and from 
this conclusion it obviously follows that there is 
no theoretical difficulty in answering the question 
whether the community as a whole has or has not 
gained financially by the introduction of Municipal 
Trade without reference to the exact level of prices 
charged either by Local Authorities or by private 
traders. 

(2) In the preceding chapter we endeavoured to 
estimate the amount that English municipalities are 
actually gaining by their trading enterprises; and 
this we did by first estimating the net profits 
which actually form part of their available 
revenues, and .then deducting from these net 
profits any rents or other sums tilrhich these 
municipalities would have received if, instead 
of undertaking the maimgement themselves, they 
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had left the mlinicipalised industries in private 
hands. These hypothetical rents, it was remarked, 
would obviously vary with the terms of the con- 
cessions which might have been granted to the 
private companies; but, if we could ascertain the 
rents which companies would have been willing 
to pay if bound to carry on the trades now 
municipalised on exactly the same lines* as the 
municipalities now managing them, we should thus 
get the exapt deduction we want to finif. If 
municipalities ^ere fto raise their prices, their 
profits would increase ; but these hypothetical 
rents would rise also; and the difference between 
the two, or the gain, would be but little affected 
by any such changes in prices. The gain thus 
ascertained would represent the sum which English 
communities as a whole have actually gained by 
their Local Authorities having undertaken the 
management of certain undertakings ; and this gain 
thus ascertained would be, as it should be, inde- 
pendent of the prices charged either in municipal 
or in private trade. It would, in fact, be what we 
want to ascertain. 

(8) Unfortunately, as we have seen, we cannot 
estimate with any accuracy the rents which could 
be extracted from private companies in these cir- 
cumstances. Such vague guesses as can be made 
must be based on the rents now actually paid by 
existing companies ; and these rents depend on 
the prices actually charged by these companies. 
Thus we are driven to iifclude in our calculations 
the very element we wish to exclude, namely the 
relative level of prices in private and in Municipal 
Trade. 
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(4) We are, therefore, tempt^ to seek some 
other method of estimating the gain made by 
communities from tli’e trades managed by their 
municipal representatives. Is it not possible to 
divide the enquiry into two parts? May we not 
in the first place enquire, without any reference to 
these hypothetical rents, what ratepayers have 
actually gained or lost by the profits or losses 
made^in Municipal Trade? And, in the second 
place,^is it not possible to ascertain how much the 
consumers of goods supplied loy municipalities have 
gained or lost in consequence of the payment of a 
lower or higher price than would have been charged 
had the municipalised industries been left in private 
hands? If the enquiry can thus be divided into 
two parts, and if no erroneous assumptions are thus 
introduced, it is obvious that, by adding together 
the results thus obtained, we have a method of 
ascertaining the financial effects of Municipal Trade 
on tJie community as a whole. *' 

(5) As to the first half of this enquiry, namely, 
the estimation of the net profits or losses which have 
been made or which are likely to be made in mrnii- 
cipal trades, an attempt to ascertain this information 
was made in the preceding chapter. It was seen that, 
according to the Local Government Board Returns, 
English municipalities have, on, the average, made 
a gross profit of 8*8 per cent, on their remunerative 
undertakings ; and an estimate was made of the 
charges for repayment of principal and interest 
which should be deducted from the ^ gross profit in 
order to ascertain the future available net profit or 
loss. This, in fact, constitutes the first part of the 
enquiry now suggested; and, as to this part, the 
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reasons previously given for doubting both the 
accuracy of any results • de<i|pced from the Local 
Government Board Returns and their applicabilily 
as guides for future action all hold good. The 
second half of the enquiry, or the gain or loss to 
the consumer, must now be considered. The level 
of prices actually charged in municipal trfides and 
the level of prices which would have been charged 
had these trades remained in private hands, ^should 
first be ascertained; |,nd this difference of price, if 
ascertainable, together with the total volume of 
trade as indicated by the Local Government Board 
Returns, would give all the necessaiy data for 
ascertaining how much consumers have actually 
gained or lost as the result of Municipal Trade. 
We have, therefore, now to enquire whether it is 
possible to obtain the required information. 

(6) It is obvious that any comparison between 
the prices actually fharged in municipal trades and 
the prices which would have been charged had the 
municipalised industries remained in private hands 
must be based on a comparison between the prices 
actually charged in municipal trades and the prices 
a>ctually clmrged in private trades. Here we meet 
with our first difficulty. If we compare the prices 
charged by a municipality in one locality with the 
prices charged by a private company in another 
locality, we must take all the local circumstances 
into account. Taking gas as an example, We see 
that its price depends on^ts illuminating power, on 
the amount m^ufactured, on the pnce of coal, on 
the local demand for by-products, on the price of 
labour, and on the density and habits of the popu- 
lation. If the price of gas in two localities is 
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compared without making proper allowance for 
each one of these circumstances, the results will 
be misleading; because such a comparison might 
make the more efficiently managed works appear 
to be the worse. The late Sir Courtenay Boyle, 
Permanent Secretary to the Board of Trade, 
informed the Committee on Municipal Trading 
that “the average receipts per 1000 cubic feet of 
gas sold was, in the case of Local Authorities, 
8s. 0.4d. as compared with .8s. 6.2d. received by 
“ companies. This would indicate,”^he added, “ that 
“ generally the price charged to consumers was 
“ higher in the case of companies than Local 
“Authorities, but in making such a comparison it 
“should be borne in mind that the districts served 
“ by Local Authorities are usually the most populous, 
“and therefore the most remunerative ‘ and that, 
“on the whole, the returns do not suggest that 
“in like circumstances there is any great balance 
“of advantage to the consumer as regards the price 
“charged in being supplied by a Local Authority 
“ instead of by a company.” * Thus, according to the 
opinion of so high an authority as Sir Courtenay 
Boyle, it appears that a diilference in the price of 
gas of over 16 per cent, between two large 
groups of towns may be mainly accounted for 
by the difference of the circumstances in the two 
cases. From this it follows that any comparison 
between the average prices charged for gas in 
one set of towns by p^vate companies with the 
average prices charged in another set of towns by 
municipalities would not enable us to make even 
a moderately accurate estimate of the prices which 

> Q. 43. ’’ IbuL, p. 361. 
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would have been lharged by private companies in 
the towns now sugpbed by Local Authorities. 

(7) The circumstances with regard to the gas 
industry are not exceptional; for in other trades 
similar difficulties are met with, and the comparison 
between the prices reasonably charged in diiierent 
localities may present even greater obstacles. 
With regard to tramways, for example, the more 
dense the population the lower would be the 
fares, if they were regulated by the cost of the 
service; but, though xhis is clear enough, it is 
exceedingly difficult to estimate the allowance 
which should be made on this account in attempt- 
ing to compare the fares charged in different 
places.^ As to electric lighting undertakings, it 
has been said that no problem in economics 
“has yielded more discordant solutions than has 
“the problem of the comparative value of muni- 
“ cipal and private ownership ” ; and, if prices 
can only be comjkred without correction in 
“similarly situated stations where the load curve 
“ is of similar form and . area,” this is not 
surprising.* As to water supply, the capital 
expenditure is so great in comparison with the 
working expenses, and varies so immensely in 
different localities, that comparisons of water-rates 
tell almost nothing, as to the relative merits of 
different systems of management. 

(8) For the purposes of this discussion, the 
best method of making a reliable comparison be- 
tween the prices charged unfier the different systems 

> Qs. 4097 and 4105. 

> “ Municipal Monopolies,” Bemis, Article by Dr F. A, C. Perrine, 
pp. 286, 290. 
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of management in different localities would be to 
select pairs of towns where the f circumstances are 
similar, and where the industry under examination 
is, in the one case, in public hands, and, in the 
other, in private hands; and to compare the prices 
charged in each pair of places. This Sir G^rge 
Livesey has attempted to do in the case of the 
gas trade, with the result that, by a simple inspec- 
tion of the figures supplied by him, it cannot be 
ascertained which charges most, private companies 
or municipalities.' By tailing averages of the 
figures given by him, I make out that companies 
charge |d. per 1000 cubic feet more than 
Local Authorities, a very different figure fix)m 
that mentioned by Sir Courtenay Boyle. But, 
even if this method of grouping is the best avail- 
able, it is, nevertheless, open to grave objections. 
It is almost impossible to avoid some unconscious 
prejudice in the selection of the groups for com- 
parison. This method, moreo\<er, takes no account 
of quality, an omission so important that if it 
were accurately allowed for, it might easily alter 
the result in the above comparison, one way or 
the other, by far more than fd. per 1000 cubic 
feet. These two considerations merely throw 
doubts on the accuracy of this method; but 
when it is suggested that municipalities have 
certain advantages not easily eliminated in this 
way, the doubt is whether the results do not tell 
unfavourably in one direction. For example, where 
the conditions are most} favourable, there munici- 
palities will be most likely to undertake the work 
themselves; a reason which has been assigned for 

‘ p. 490. 
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the higher averagjp price of electricity supplied by 
private as compaW wilih public enterprises.^ In 
a similar way, the lower prices charged by public 
bodies may be due to their not pushing their 
industries into the less paying outlying districts, 
which are often under other Local Authorities; 
though it is true that the advocates of municipal 
enterprise sometimes claim its greater progressive- 
ness as one of its merits. Again, the price of 
electricity depends on the extent to whifli the 
plant is used f^r the lighting of streets; and this 
branch of the industry is likely to be more rapidly 
developed where the municipality itself manages 
the electrical works.® Local Authorities are, in 
the case of municipal trades, both the buyers and 
sellers of water, gas, electricity, etc., and it has 
been suggested that the result is that there is a 
tendency to book a higher price for the goods 
supplied for tlie public use than would be actually 
given if they were l^ought from a private company, 
when the bargaining would be more keen. Where 
this is the case, municipalities, whilst obtaining the 
same gross revenue as private companies, are thus 
enabled to sell the same article at a lower price to 
ordinary consumers. If the practice in a certain 
group of towns, where “ the charges for the electrical 
“ lighting of the streets ranged from 8*d8d. to 5’90d., 
“ whereas the commercial value of the light as sup- 
“ plied in each case should not be more than 2id. 
“or 8d,” may be taken as typical, this question is 
a most important one.* In any case,* it is obvious 
that the prices of goods supplied both to the public 

M.T.R., Q. 220. » M.T.R., Q. 1163. 

^ Timu^ 28tli August 1902. 


1 



S56 


PRICE AND QUALITY [oraf. ix. 

and to private consumers must bejransidered in any 
comparison. All the foregoing appear to me to be 
legitimate reasons for suspecting t^t municipalities 
are able to keep down the price of goods supplied 
to ordinary consumers in ways which should not 
tell in favour of municipal enterprise in this con- 
troversy,^ although such reductions in prices would 
of course affect the results of any comparison 
between careftdly selected pairs of towns. 

(9) 'Thus there appear to ]j)e almost insuperable 
difficulties in making an accurate 'comparison be- 
tween prices charged in municipal trades in one 
locality and prices charged in private trades in 
another locality. Many of these difficulties are 
avoided if, when works are mimicipalised, we com- 
pare the prices charged before and after the change 
in the management. We .thus avoid all questions 
connected with local circumstances ; but we avoid 
them only to meet with other^ difficulties equally 
insurmountable. No doubt, it is often urged by 
those who are arguing in favour of municipaUsation, 
that prices and fares have, as a fact, been greatly 
reduced by municipalities after they have under- 
taken the management of different trades. The 
facts are very often as stated ; but, taken by them- 
selves, these reductions tell absolutely notliing what- 
ever. No doubt, municipalities owning gas-works 
have greatly reduced the prices of gas in recent 
years ; but so also have private companies. And 
if it be a fact, as stated by Sir G^rge Livesey, 
that the reduction in average pricei| between 1888 
and 1899 was barely 4d. per 1000 cubic feet in the 
case of municipal gas-works as compared with a 
trifle ov&[ 6d. in the case of private companies. 
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the argument l^ed on the reduction of prices 
tells in this instaice for what it is worth against 
municipalisation.'! It is cWen more useless to 
quote the reductions in prices or fares made by 
Local Authorities when they are able to obtain 
possession under statutory powers of electrical 
works or tramway lines at the end of given 
periods ; for, as will be seen presently, whoever then 
undertakes the business, whether they have managed 
it before or not, ought to be able to make reductions 
in charges without loss of income. 

(10) . This latter point necessitates again referring 
to the effect of the terms of the concessions 
granted to private companies on the prices charged 
by them. In the first place, if a company was 
paying a rent to a municipality before it was 
bought out, it is obvious that the Local Authorities 
would be able to reduce prices or fares after 
municipalisation and to show a profit, if they did 
not continue to debk to the works a sum equivalent 
to that rent. Whether, according to the method 
suggested in previous paragraphs, we compare the 
fares charged by existing tramway companies with 
the fares charged by neighbouring municipalities 
. owning tramways, or whether, as now suggested, 
we compare the fares charged in the same locality 
before and' after the municipalisation of the tram- 
ways, we must take full account of any rent actually 
paid by the private companies in question; and 
this must be done either by making for the purposes 
of this comparison a proportionate deduction from 
the fares actually charged by these private com- 
panies, or, as suggested in previous chapters, by 
> Q. 32S8. 
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deducting these rents from the m^cipal profits in 
order to estimate the gain, to the^ community. 

(11) There are, moreover, other circumstances 
connected with the conditions attached to termin- 
able concessions which afreet the prices charged in 
trades which tend to become monopolies ; and these 
circumstances must be taken into consideration 
whether we are comparing prices charged by muni- 
cipalities in one locality with the prices charged by 
private' companies in another locality, or whether 
we are comparing the prices changed before the 
municipalisation of any undertaking with the prices 
charged after the change in the management. Under 
all forms of terminable concessions, the Local Autho- 
rities concerned are given the right to buy any under- 
takings managed by private companies at the end 
of a concession period at a valuation, the price paid 
not being dependent, as a general rule, on the 
market price of the shares. But, in starting nearly 
all industries, there is a certun amount of initial 
expenditure for which no valuable asset can be 
shown; and goods must be sold at a loss for a 
certain period, short or long, after the opening 
of any works, because the establishment is then 
suitable for a larger supply than is demanded. This 
expenditure and these losses are often capitalised 
as “good-will” in private enterprises; and this 
“good-will” may count for little or nothing in the 
valuation of the works at the termination of the 
concession when the price to be paid by the 
municipality* is being decided. The^ actual cost of 
erecting the works will perhaps as a general rule 
be recovered by the shareholdors at the end of a 
hmited concession if the works are then purchased 
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by a municipality. But in order to enable the 
company promoter to attract the necessary capital, 
a good hope mVst be held out that the unavoid- 
able initial expenditure and losses will also have 
been recovered out of the profits made before the 
works could be compulsorily purchased; and, in 
order to make this possible, the private proprietors 
must be allowed to charge higher fares or pnces 
than need have been allowed if the concession had 
been granted in perpetuity. This is, in* efiect, 
taxing the g<^ds sold in order to pay off part 
or all of the unavoidable initial expenditure to 
the ultimate benefit, not of the shareholders, but 
of the public as taxpayer or consumers. 

(12) But the foregoing is not the only point 
of difference between limited and perpetual con- 
cessions as regards prices. The risk attached to any 
industrial enterprise is generally considerable, and 
is, moreover, likely^ to be greatest during the first 
few years after its initiation ; and whoever undertakes 
to run that risk must be compensated accordingly. 
The interest paid to the shareholders in private com- 
panies is partly in effect an ^insurance premium paid 
to them for taking suefi risks. If the industry is 
one which is likely to grow, and this is the normal 
expectation in all cases, it may be wise to post- 
pone, as it were, the collection of part of this 
insurance premium to a subsequent period, when 
the business will have become more lucrative; for, 
if this is not done, the prices charged cannot be 
unif orm, it being necessa^ to charg^ on a higher 
scale at first in order to collect the same insurance 
premium out of the smaller volume of business. 
But if the concession is for a limited period, the 
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collection of the insurance premiunvby the company 
cannot be postponed beyond the tabulation of that 
period, and it is necessary the^fore to charge 
higher prices than would have been required under 
a perpetual concession. For this reason, and for 
the reason given in the preceding paragraph, it 
a^]^ars probable that the prices charged in muni- 
cipal trades vidll be normally lower at first and higher 
afterwa^s than the prices charged in private trades 
working under terminable con/:essions and initiated 
at the same date. • 

(18) Thus far we have chiefly had in view 
the case of going concerns bought by Local 
Authorities. But it must be remembered that, if 
a municipality either builds its own works or buys 
them ready-made, it is in eflfect granting to itself a 
perpetual concession ; for there is no one in this case 
who can buy up the works at less than their cost 
at any future period. It fbllqws, therefore, that 
neither the prices charged by a municipality which 
has built its own works, nor the prices charged by 
one which has bought the works at the end of a 
concession, should be compared with the prices 
charged by private companies working under limited 
concessions, unless an allowance be made for the 
effects of this limitation; an allowance almost im- 
possible to make. • 

(14) Thus far we have been discussing the 
comparison between the prices actually charged in 
municipal trades and the prices actually charged 
in private trades, and c^sidering ,t|;ie corrections 
necessary to make the comparison a fair one. The 
comparison which we ought to make is, however, 
that between the prices actually charged in muni- 
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cipal trades andithe prices which would have been 
charged had tha municipalised industries remained 
in private hands.! This inti^uces a new difficulty. 
To make such a comparison even theoretically 
possible, we must know on what terms the now 
municipalised industries would have been left in 
private hands. If we assume that terminable 
cessions would have been granted to the manning 
companies, then probably the difficulties already 
mentioned are all that have to be encouiftered in 
the case of municipal tramways, electrical works, 
and other industries which, when in piivate hands, 
are managed under terminable concessions. But 
the prices actually charged for gas by gas companies 
under existing conditions afford but an insecure 
indication as to the prices which would have been 
charged had existing gas companies been working 
for many years under terminable concessions. If, 
on the other hand,|we assume that any of the now 
municipalised industries would have been worked 
by private companies under perpetual concessions, 
we are not making the enquiry which is most useful 
to us; that is if it be our object to compare the 
relative merits of Municipal Trade and private 
trade managed under terminable concessions. How- 
ever, as my object is to show that, on any supposi- 
tion, the difficulties met with when attempting to 
make any useful comparison of prices are almost 
insurmountable, the subject need hardly be laboured 
any fiirther. 

(15) The .fpllowing fs therefore* the result of 
this enquiry into relative prices. Any comparison 
of mere average prices wUl very likely be 
found to indicate that the prices actually 
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charged by private proprietors site higher than 
those charged by public bodies. /But statistics as 
to such prices have never been systematically and 
authoritatively collected and compiled; and it is 
therefore impossible to say how much higher are 
the prices charged in private trade. And even if 
it^^ere ppssible to indicate the exact relative level 
of dv^erage prices in the two cases, this would not 
decide the question as to which system of manage- 
ment is' really most beneficial to the consumer; 
for the results of all comparisons between the prices 
charged by public and private producers are, as we 
have seen, vitiated for one or more of the following 
reasons. Municipalities are apt to undertake the 
management of industries where the circumstances 
appear most favourable ; that is, where it is possible 
to charge prices low in coiQparison with the prices 
charged in other towns. Municipalities may, more- 
over, be able to favour their ovjti manufactories in 
ways not open to private traders ; as, for example, in 
developing the lighting of streets by electricity, and 
in fixing a high price for such services as are 
rendered to the public; and it is asking too much 
of human nature to expect that no advantage will 
be taken of the power of making a favourable show 
which public bodies thus possess. Local Authorities 
are all working in effect with perpetual concessions ; 
whereas many companies are tied down by the 
provisions of concessions lasting for limited periods, 
and since the bulk of Municipal Trade is of recent 
growth, high^ prices mfist often he charged in 
order to reduce the capital account to the amount 
likely to be obtained if the works are bought at 
the end of the concession period. Rents are also 
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sometimes paid ibV private companies, whilst no 
corresponding denuetion. is made from the profits 
of municipal inmxries. Aftid these limited con- 
cessions, at all event! near the end of the concession 
period, often render it impossible to introduce costly 
improvements which would have the result of 
making a reduction in prices possible ; as. 
example, the delay in the change from'horso'^ 
electric traction on tramways such as was ex- 
perienced in nearly /ill our important 'cities and 
towns. When* all these circumstances are fully 
taken into account, it is, I think, impossible to say 
whether the facts of the case are insufficient to 
compensate for the higher prices probably charged 
by private proprietors, or whether they are sufficient 
to more than compensate for them. Moreover, what 
we ought to ascertain is the prices which would have 
been charged by private proprietors, and the rents 
which would have ^)een received from them, had the 
now municipalised industries been committed to 
private management; and actual prices and rents, 
especially in certain trades, afford an insecure guide 
in any such enquiry. In short, if Municipal Trade 
be regarded merely from the point of view of the 
consumer, we are not now in a position to determine 
which way the balance of argument tells. 

(16) Thus far we have merely been comiderii^ 
price without reference to quality; and this is all 
that need be considered if by price is meant the 
price of goods of a given quality. As to electricity, 
the voltage ought to be readily measurable, and 
“ quality ” can hardly introduce any serious elements 
of difficulty into statistical comparisons. But this 
cannot be said to be the case with regard to any 
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Other goods commonly manu|^^ured by public 
bodies. We might be acQuratf7l3i| informed of the 
relative illuminating [rawer olf /different supplies 
of gas; but this would leave unsolved not only 
iall questions connected with the adjustment of 
relative prices to allow for such differences, but 
£^o the still more difficult problem as to which is 
b^. for consumers generally, a gas of high or a gas 
of low illuminating power. Consumers who bum 
gas in 'stoves or in engines, ,or with incandescent 
burners, are best served by a che?p gas of low 
illuminating power; whilst other consumers prefer 
a gas of higher illuminating power, even if dearer. 
The difference in value to consumers of water more 
or less completely softened would also introduce 
similar difficulties into statistical returns of the cost 
of water to consumers, if such returns were ever 

t 

made. Then as to tramways, the greater the number 
of cars running per hour, and t]|;e better the pace 
and accommodation of these cars, the higher must 
be fares ; but differences like these in the quality of 
the services rendered to the public cannot possibly 
be included or allowed for in statistical tables. In 
fact, comparisons as to the qualities of goods sup- 
plied by public and private enterprises appear to 
me to involve even greater difficulties than any 
comparisons as to prices pure and,, simple. 

(17) But, it may be said, are we not striving at 
too great accuracy ? Should not all such questions 
be regarded broadly, without reference to results in 
detail ? It is, no doubt, always somewhat objection- 
able in any enquiry to enter into details which 
are not necessary to enable the questions put to 
be definitdy answered. But can any conclusions 
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be drawn with retard to the financial aspects of 
Municipal Trade, ^thout enquiry in detail ? In 
the case of gas-wwks, for • example, we see that 
there is only a prospective net profit on muni- 
cipalisatiou whilsti the debts are being redeemed 
of about one - half per cent., judging by the 
average of the whole returns of English municip^ 
enterprise, and assuming tiiem to be cofTect.^is 
this so wide a margin that minor considerations 
may be neglected ? ^ If it could be proved that 
the prices ch^ged by municipalities have been 
2^ per cent, higher than those which would 
have been charged had all municipal gas-works 
remained in private hands, then it could be shown 
that the statistics of this trade would indicate 
that without a rise in prices there is no prospect of 
making any net gain by the municipalisation of 
gas-works now in private hands until the debts 
thus incurred were completely redeemed ; whereas if 
it could be proved that municipalities have been 
charging 2^ per cent, less than private traders, 
then this prospective net gain at existing prices 
would be really twice as large as the statistics 
indicate it to be. Moreover, if it be remem- 
bered that the price of gas differs in different 
towns by more than 100 per cent., and that the 
quality of the ga\ also differs to such an extent as 
to make a correction in price of 15 to 20 per cent, 
sometimes necessary to allow for this difference in 
quality, it becomes evident that this margin of 
2^ per cent, ^is not veiy great. Again, if it be 
permissible to 'forecast the future from the past, 
and if it be assumed that no other deduction 
whatever should be made from the gross profits 
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shown by the Local GU>venimew Board Returns, a 
reduction in the prices charged in &ture by munici- 
palities of only 8 per tent, onctne present average 
prices would result in the whole of the debt created 
for future municipal enterprises i having to be paid 
off out of rates which would not otherwise have 
i^n raised. Thus the question of the financial 
su^ess dr failure of Municipal Trade lies within 
such a narrow margin of doubt that questions of 
detail Mdth regard to price a^d quality cannot be 
excluded firom the enquiry. t 

(18) To summarise the foregoing discussion, it 
appears that, as a first step towards ascertaining 
whether the community as a whole is likely to gain 
or not financially by Municipal Trade, we must 
ascertain the average gross profits made by exist- 
ing undertaking, and the, deductions which have 
to be made &om these profits on account of 
interest and sinking fimd chalges. This enquiry 
as to the probable gain to the taxpayer is, as we 
have seen in the preceding chapter, surroimded 
with difficulties. The second step is to compare 
the prices now charged by Local Authorities 
with the prices that would have been charged 
by private companies had the undertakings been 
committed to their charge. This we have seen 
constitutes an even more difficult enquiry. Could 
accurate results have been obtained, it would 
have been easy, on the assumption that the past 
may serve as a guide to the future, to calculate 
from the government returns now, available, what 
is likely ^ be the gain or loss to the consufiwr 
fix>m public management in future. And, if the 
probable financial result both to the ratepayers 
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and to the consunc^ could be accurately ascer- 
tained, the two muht . have been combined in 
Older to find ti^ ^robabld financial results of 
Municipal Trade *t<| the conj/nunity in general. 
The difficulty connected with this whole enquiry 
is perhaps best illustrated by the fiict that, not- 
withstanding all that has l^n written on thi^ 
question, no one hiffi yet* attempted to’proditro 
average results bas^d on all the absolutely 
essential factors of profits, prices, and qualities. 
But if all questions connected with prices and 
qualities are put on one side, the result of any 
enquiry will be valueless as an indication of what 
the community as a whole has gained or lost by 
its municipal remunerative undertakings. 

(19) In chap. vii. an attempt was made to ascer- 
tain on a priori grounds what is likely to be the 
financial result of municipal trading to the nation; 
and in chap. viii. ahd in this chapter the statistics 
relating to English municipal undertakings have 
been examined with reference to profits, prices, 
and qualities. It is now necessary to consider 
whether the conclusions arrived at from statistics 
and those based on a p^'iori arguments harmonise 
or run counter to one another; and finally to 
attempt to draw broad conclusions based on this 
whole discussion. . 

(20) The first general result arrived at in the 
course of the foregoing theoretical discussion was 
that conclusions should not be drawn from the 
records of sipgje industriiss; because the financial 
results of Municipal Trade are largely pffected by 
the element of chance, or, rather, by circumstances 
which could not have been foreseen ; and because 



«68 PRICE AND QUA|jrY [chu. n. 

i: 

out of the net profits made in ^iich separate industry 
an insurance fund ought tQ be ^conned out of which 
the losses on all the Other in<^j^es undertaken by 
the same municipali y should le covered. This con- 
clusion is certainly confirmed ^d not refuted by 
an examination of the facts of the case. Judging 
^y the statistics of the past, and assuming them to 
be«accui'ate, municipalities npw buying gas-works 
may expect to make a net| profit of about six 
per cent, on their investnvent after the debts 
thus incurred have been redeemed ; ^nd it is probable 
that those Local Authorities who have undertaken 
the business of electric lighting had mainly in 
mind these encouraging results of municipal gas- 
works when they undertook this new duty. The 
results of these latter ventures, which at present 
show an average net loss of over £11,000 a year 
to English municipalities, certainly do not refute 
the maxim that it is unwiso' to base estimates 
on single instances. Some municipal trades are 
worked at a net profit, and some at a net loss; 
and if it were not for the net profits made on muni- 
cipal gas-works, there would, on the average, be at 
present a net loss on English municipal undertakings. 
The whole of the anticipated net profits fiom the 
municipalisation of gas-works should not therefore 
be regarded as being a fund which would be avail- 
able for the relief of taxation. If silence is to be 
kept with regard to the losses on electric light, 
piers, harbours, working-class dwellings, and other 
services, the profits on gas-works, water-works, and 
tramways must not be brought forward each as 
a iKparate argument in favour of Municipal Trade. 
No fact has been adduct which shakes the con- 
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elusion that Munilipal Trade must be regarded 
as a whole, if its merite and defects are to be 
fairly weighed. | I • . 

(21) In order, wlfle drawinJ general conclusions, 
to eliminate the eKct of fortmtous circumstances, 
it is therefore necessary to rely mainly on the 
average results of many municipal trades. But ^ 
some common cause l^s been influencing, of is likely 
to influence, all indultries alike, its eflect will not 
be eliminated in averjige results; and suchwesults, 
like the result^ of single trades, may thus be 
rendered unreliable as guides for the future. The 
population has been increasing in almost all English 
■urban districts, and this increase of population has no 
doubt tended to make Municipal Trade become more 
and more profitable ; but, as there are symptoms of 
a decrease in the rate of increase in the population, 
we cannot rely on the increase in average profits in 
future being as ra^id as the increase in the past. 
Then, again, if Municipal Trade is ever much more 
extensively undertaken, there will probably be a 
general rise in the rate of interest on new municipal 
loans ; and, not to mention its effect on non-industrial 
loans, this will make the average net profits of muni- 
cipal trades initiated in the future less than the exist- 
ing average net profits. Hence, though average results 
must in the main, be relied on, they are, neverthe- 
less, liable to be vitiated by the effect of temporary 
causes affecting many industries alike. 

(22) Passing on to average results with this 
word of caution as to their reliabilityf we find that 
English muiucipal undertakings are now yielding 
a ffross profit of 8*8 per cent, on the total capital 
provided; whereas, on a priori grounds, we were 
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led to expect that the whole cj/ the repayments of 
principal would fall on the ta^.-payer; or, in other 
words, that the ffross^ gain, qr ^he gain when all 
debts are redeeme<k would be about 8 per 

cent. Thus the I^ums at ; %st sight appear to 
point to a somewhat more hopeful conclusion than 
'^eory, and the question remains whether these re- 
sults are' really contradictory, ^d as to which should 
be relied on most if they do differ. 

(28^ The consideration iq this chapter of the 
questions connected with price ^d quality has 
only had the indecisive result of throwing a serious 
doubt on all attempts to compare the financial 
results of municipal and private trade in the same 
industry, without even clearly indicating in which 
direction the probable error lies. The difference 
between our theoretical and statistical conclusions 
as to the gain made by municipalities is about 0*8 
per cent, on the capital invested, and it is possible 
that a fair allowance for the difference between 
the price and quality of goods supplied by muni- 
cipal and by private enterprises respectively would 
nearly account for this discrepancy, though, on the 
other hand, it might make the discrepancy greater. 
As to most of the other reasons given in previous 
chapters for doubting the results deduced from the 
Returns, we can only say that jliey tend to show 
that the percentage of gross profits thus obtained 
is either larger or smaller than the figure which 
would truly indicate the gain to the community, 
the facts and* arguments Jbeing generally too vague 
to be translated into figures. All tlial can be done 
is to summarise the foregoing discussion in order 
to enable the reader to judge for himself to what 
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extent his coniidenW in these figures based on the 
Local GovemmentI Board Returns ought to be 
shaken. I ’ , 

(24) Three reasons were ^Acn for believing that 
the Returns under l(lisiderationlafiR}rd an unduly un- 
favourable indication of the future prospects of Muni- 
cipal Trade. In the first place, the capital on which# 
the percentages of average psofits were calculated jivas 
the total capital providM at the end of the given period, 
and for this reason Ihe percentages thus obtained 
are too small The second reason, to which, how- 
ever, comparatively little importance was attached, 
was that in all probability a certain addition ought 
to be made to the gross profits in ascertaining the 
gain, on account of the incorrect inclusion in muni- 
cipal trading accounts of certain expenditure con- 
nected with the inspection of the goods supplied. 
The third and more im|)ortant point was that the 
returns under consideration include Baths, Burial- 
Grounds and Wash-Houses, and that these services 
cannot be described as trades, since no one anti- 
cipates that they will be worked at a profit. 
Results obtained from these returns cannot, there- 
fore, be accepted without qualification as indicating 
the profits likely to be made in strictly trading 
enterprises undertaken by Local Authorities. If it 
could be assumed that all these services are per- 
formed with due regard for economy, an assumption 
for which there is, I fear, no warrant, the taxaticm 
necessary to make up the net losses thus incurred 
should be regarded as of the ^ordinary civic 
expenditure fticurred for sanitary purposes. It is, 
therefore, perhaps fair that Baths, Wash-llouses, and 
Burial-Grounds should be struck out of the list for 
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the purposes of this discussion^ an omission which 
raises the average gross profits j^n English municipal 
trades from 8-8 to ft’O per (cent The omitted 
services are, howevef, those wmcB show the greatest 
net losses of any iucluded inf; vhe returns, and in 
statistical enquiries there is alwf^s a certain danger 
v.in erasing, on any pretence whatever, the entries 
whj.ch appear at one end only of a series. 

(25) Taking 8*8 per cent,thowever, as the figure 
representing the gross profit} to which ail correc- 
tions, positive and negative, should be applied, the 
most important of the reasons for believing that 
we cannot regard it as being an indication of the 
gains now being made by municipalities in conse- 
quence of their trading enterprises, is that there is 
every probability that large rents might be drawn 
from private companies if the now municipalised 
trades were handed over to them for management. 
If allowed to manage municipal tramways, private 
companies would, it is certain, be willing to provide 
for the interest and repayments of principal of all 
the capital provided by the Local Authorities, and 
in addition to pay heavy rents which might, in 
favourable cases, amount to as much as 2^ per cent, 
on the capital; and, as many other services could 
probably also in the same way be leased to private 
proprietors bound to carry on the business on the 
same lines as those now followed by the Local 
Authorities concerned, it follows that a very con- 
siderable sum might thus be made to fall into the 
municipal treasuries. Th|s sum would in any case 
be available for the relief of taxati6n,‘^ and it should 
not, theref(»e, be included amongst the gains made 
by municipalities in consequence of their trading 
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enterprises; and this sum, if deducted fh>m the 
8*8 per cent, grosi’ profits, might reduce it to 
8 per cent., the* figure arftvid at by a priori 
reasoning as repre^rjting the plobable gains. 

(26) This dedumln for possible rents is probably 
the most important lallowance necessary in, ordor^ 
to make the statistical returns of remyn^liye 
undertakings availabll for the purposes of this 
discussion. But, asiiuming that this correction 
could be made with ‘accuracy, would the figure 
representing the profit as thus diminished be 
trustworthy as representing the gain ? It has 
been stated that the method of keeping municipal 
accounts is open to criticism; and an examination 
of the statistics of municipal gas-works has led one 
carefiil enquirer to conclusions which indicate 
that the gross profits shown in that municipal 
trade should be reduced by about 0‘3 per cent, 
on this account alone. The omission to charge 
any rent for the use of public offices, or an 
adequate share of the salaries and pensions of 
officials, or the full cost of the materials used in 
the offices and in the manufactories; the method 
of dealing with depreciation ; the lowering of the 
rating of buildings when they become public 
property ; and the omission of certain items of 
capital expenditure from the total capital pro- 
vided: all these are points connected with muni- 
cipal accounts which have been brought forward 
as reasons for believing that the true gross profit 
is not as largp that deduced from the ofiScial 
returns. Moreover, the probable arrest in the 
growth of the population in friture makes it un- 
wise to rely implicitly on the older municipal in- 
dustries as guides for the future ; and eertavdy the 

B 
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older municip^ gas-works are the most profitable. 
In the present state of our knowledge it is impossible 
to allow for these To Aiissions and errors, and thus 
to correct the statPstics of Ikfifaicipal Trade; but 
these inaccuracies ^ust not' ^)e forgotten when 
considering how much relian*;e should be placed 
‘on arguments based on thes!^ statistics. 

^(27) "Thus there are' serioii s reasons for doubting 
the reliability of the foreg<hng enquiry based on 
the Ldfcal Government Board/Retums. On the one 
hand, the percentage of gross profits ought prob- 
ably to be increased to somewhat over 4 per cent., 
the most important error being due to the capital 
being taken at the end of the period of enquiry. On 
the other hand, there are numerous and weighty 
reasons for believing that this figure must be con- 
siderably reduced before ,it can be used in esti- 
mating the effect on taxation of Municipal Trade. 
If these corrections in reality Amount to somewhat 
over 1 per cent., and if the gross profit of over 
4 per cent, should thus be reduced to a gross 
gain of 3 per cent, then our a prioH reasoning 
and our enquiries based on the Local Government 
Board Returns, would coincide as to results. If that 
were the end of our enquiries, both methods would 
mdicate that, as regards finance, we are not gaining 
' anything whatever, and we are not likely to gain 
'an}rthing whatever, as the direct result of Municipal 
Trade. Somewhat over one per cent, does not 
appear to me to be an improbably liu'ge correc- 
tion to appfy^ to the ^ross profit^ on account of 
all these ^ errors and deductions, and thus our 
theoretical conclusions cannot be said to be 
refuted by an examination of the Local Government 
Board Returns. 
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(28) Possibly the divergence between the 
results obtained from the Returns and the results 
which a priori reasoning wbuti lead us to antici- 
pate may best be imstrated in me following manner. 
Judging by the jrltums, English municipalities 
have invested in round numbers £120,000,000^ 
in undertakings whKh bring them in ^ a gross 
profit at the rate jof 8*'^ per cent. Of 'the 
debts and liabiliti« incurred in raising this 
capital, £20,000,000 ^ been paid off or ]^’/ided 
for, and £100,000,000 has not been paid off The 
capital of £100,000,000 yields at the above- 
mentioned rate a return of about £8,800,000; but 
against this income there is an expenditure on 
account of interest and repayments of principal at 
the rate of 4*2 per cent on the unredeemed debts 
to the same amount, {^mounting to £4,200,000; 
thus leaving a deficit of £400,000 a year. As to 
the capital of £20,0^0,000, which has no correspond- 
ing debt against it, this yields at 8'8 per cent an 
income of £760,000, against which there are no 
charges. Out of this income of £760,000, £400,000 
has to be taken to make up for the deficit on 
the, investment made with that part of the capital 
corresponding to the unredeemed debts; and this 
leaves a . clear net profit of £860,000 a year. Thus 
the very existence of this net profit depends on the 
fact that part of the debts have been redeemed ; and 
this net profit is therefore in part, at all events, 
interest on money which has been raised by taxa- 
tion which wpuld not otherwise have* been levied, 
and which has been invested in Municipal Trade. 

(29) But this net profit of £860,000 un- 
doubtedly cannot be takoi as representing the 
amount by which taxation is now being reduced 
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because of these undertakings; for the returns on 
which this result is based biave not bear corrected 
or modified on aciodnt of either possible rents 
or any defects in municipal founts. According 
to the results of our a priori Ir^oning, we should 
^expect the return on the capital invested to be 
only si^cient to cover me interest on the 
capital borrowed; that is to ^y, that it would be 
somewhere about 3 per cent! If this be the true 
view of the case, the capiial of £100,000,000 
and its corresponding unredeemed debts are bring- 
ing in £8,000,000, and costing £4,200,000, thus 
leaving an annual deficiency of £1,200,000. On 
the same assumption, the £20,000,000 of capital, 
with no corresponding debt, is now bringing in a 
clear £600,000 a year ; thus reducing the deficit on 
the whole to £600,000 a year. If this really repre- 
sents the case as it is, this £600,000 a year is the 
amount of taxation now levied in England which 
would not be levied but for these municipal 
undertakings. 

(80) Here then we have the two results con- 
trasted; the results derived fix)m an examination of 
the Local Government Board Retimis on the 
supposition that • they need no correction — un- 
doubtedly a false assumption — and the results 
arrived at by purely a priori reasoning. Another 
statistical method of enquiry was, however, con- 
sidered in chapter viii., namely the examination 
of the correlation between rates and remunerative 
loans in En^h towns ; *a method* which, in Miss 
Lee’s hands, led to the conclusion that taxation has 
been neither materially increased nor materially 
diminished in consequence of Municipal Trade, a 
result, thirt is, intermediate between tbe two fore- 
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gomg results. But neither in this enquiry, nor in 
the results based on the Loca Government Board 
B^tums, was any account Jbal ;en of the price or 
quality of the gO|^ sold, whereas the figures just 
quoted as illustrative f the resij Its based on a priori 
reasoning were gil'e: on the assumption that the 
same prices are char^^ in municipal and in private* 
trades. Considering the great difficulties connected 
with all statistical enquiries, and considering the 
many reasons for b<||ieving that the resull^ based 
on the Local Government Board Returns point to 
unduly hopeful conclusions, it would appear that 
considerable weight should be attached to the results 
of theoretical reasoning. All conclusions based on 
such uncertain and contradictory evidence must be 
given with hesitation, and it can only be said that 
it appears probable that in England either municipal 
taxation or the price of the goods sold by lA>cal 
Authorities is now somewhat higher than would 
have been the case had no Municipal Trade existed ; 
and that, merging together the interests of the 
ratepayers and consumers of the past, present, and 
fixture, no very material financial benefit or injury 
will be felt by the community as a whole as the 
direct result of existing Municipal Trade. 

(31) Looking to the future it can hardly be 
doubted that, when the existing debts are redeemed, 
there will be a considerable income derived fi*om 
existing municipal trades which will then be avail- 
able for the relief of taxation. But this income 
will be either in part or altogether; the interest 
on money iftis’ed by taxation and invested in 
mimicipal trades. For one generation to 
economise and invest its savings for the benefit 
of futurity is a most meritorious act, provided 
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it is perfonned knowingly. But the fact that 
the creation of suph a fund out of additional 
taxation raised firomi either* ratepayers or consumers 
is beneficial in no May constitutaf; an argument for 
Municipal Trade ; fcfr the fun<|s 'thus raised might 
have been made to yield the mihe return by being 
‘invested in other ways; the piost obvious invest- 
mei\t, if 'it may be so 'descrilted, being the repay- 
ment of the enormous municipal debts now existing. 
In looking to the future it mijbt also be remembered 
that, even if it could be proved ^at the change 
from private trade to Municipal Trade has been a 
financial benefit to the community as a whole, it 
would not follow that the same beneficial results 
would be obtained from municipal enterprises 
initiated in future ; for we have seen that there are 
several reasons why private trade, especially if 
carried on under a reformed method of control, is 
likely to compare with Mun!tcipal Trade more 
favourably in the fiiture than in the past. 

(82) During the whole of the foregoing dis- 
cussion on municipal finance the direct effects of 
Municipal Trade have been mainly taken into con- 
sideration. It is, however, possible, and indeed 
probable, that the indirect effects are considerably 
more important; and these indirect effects, though 
far more diflScult to estimate,, must be briefly 
discussed before any attempt is made to draw 
general conclusions. 

(88) It has sometimes been asserted that 
municipal revenues will l)e materi^y increased by 
these indict finan cial results of Municipal Trade. 
Municipal 'undertakings, it is said, especially those 
facilitating the means of locomotion, will tend to 
raise tlie value of property, and thus to increase 
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the revenue derived from rates or other direct 
taxes. To this contention it| may, in the first 
place, be replied that *if tha construction of a 
tramway tends to ^crease the ifemand for land and 
houses in any suburban area, lind, consequently, to 
raise the value of 4>ipperty in that locality, it must, 
at the same time, ini many cases tend to diminish* 
the demand for property .in other parts of the 
municipality, and, therefore, to that extend, to 
decrease the income ^erived from the rates.^ But 
this rejoinder must not be pushed too far; for 
it can hardly * be doubted that capital suitably 
invested in facilitating the means of transport 
does tend to increase the total value of property 
in the whole area affected. All that can fairly be 
said on this head is that it may not do so to such 
an extent as would at first sight appear probable. 

(34) The true objection to the foregoing con- 
tention is, however, that in reality it begs nearly 
the whole question. If tramways and works of a 
similar character are extended under a system of 
private trading with the same . rapidity as they 
would be if municipal enterprise were prevalent, 
then it follows that the substitution of municipal 
for private enterprise will have no eflect in tending 
to raise the total value of property in urban 
districts. For municipal enterprise to produce 
any beneficial r^ults in this way, it must be 
undertaken in circumstances or in localities where 
private enterprise is not permitted or is afraid to 
enter. If the more rapid extension of municipal 
enterprise, which is tacitly assumed as the foun^- 
tion for this argument, is due to restrictions on 
private enterprise, then this fact, if it be one, 
would serve as the basis for an argument in 
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ffivour of the removal of these restrictions rather 
than in favour of Municipal Trade. On the other 
hand, if the assumed more rapid progress of 
Municipal Trade Wt due ^ restrictions on 
private trade, it yust be ^at many of the 
enterprises undertaken by piK>l|c bodies are not 
..sufficiently encouraging as regards probable profits 
to attract private capj^jtal.^ jiut if so, it follows 
that' the capital which is drawn from the money 
market^ by means of loans Raised for such un- 
attractive municipal enterprises, would, on the 
average, have been more profitably^ used elsewhere 
if it had not been thus employed; that is to 
say, that it would have produced more wealth 
when invested in private undertakings, as would 
generally have been the case. This con- 
clusion cannot be denied if it be admitted, as 
it fairly may be, that • town councillors are 
not likely to be better judges of commercial 
risks than the proprietors of private ventures ; 
for in that case it follows that private enterprises 
will, on the average, be more profitable than those 
municipal enterprises undertaken under conditions 
not sufficiently encouraging to attract private 
capital. And if the total production of wealth 
would be greater if the selection of the uses to 
which capital is to be applied was always left at 
the discretion of private proprietors, it follows that 
Ibe total value of property, and consequently the 
total amount raised by direct taxation, would 
be greii,test in these circumstances. Thus granted 
for the sake* of aigunfent that* municipalities 
devi^p cortain localities more quickly than 
private traders, this result may be caused 

‘ Q. 2113. 
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by undue restrictions on privav trade ; and, where it 
is not thus caused, the total r^enue fix>m taxation 
of the whole country will be lecreased rather than 
increased by this more rapid development. 

(35) But the truth is thab municipal entoprise 
is on the average je&|s progresswe than private trade. 
Very few facts can tc brought forward in support* 
of a belief in the ' superior energy or . rashness, 
whichever it should be called, of public bodies; 
and experience shows that the most progressive 
nations have always oeen those which have trusted 
most to individual effiirts. All such rules are 
subject to exceptions in individual cases ; but, 
if this conclusion be accepted as a general law, 
the foregoing argument, if used in favour of 
a general adoption of mimicipal enterprise, en- 
tirely falls to the ground; for so long as progress 
and private initiative are linked together, so long 
will the adoption •of an extensive policy of muni- 
cipahsation tend to decrease the value of property 
of all kinds and, consequently, the sources of both 
direct and indirect taxation. Thus the question 
whether public or private trading is the more 
progressive is a very important one in this financial 
discussion. For, if it be a fact, as I believe it to 
be, that private trade advances the more rapidly 
of the two, then the mere statistical proof that 
a net profit had l^n made by municipal enterprise 
would not be sufficient to prove that taxation had 
been reduced thereby ; for the profit thus made might 
have been swamped by the effect of, the less rapid 
increase of the 'taxable value of private property. 

(86) It should also be remarked thkt it would 
be the private owners of property rather than the 
general public ^ho would, in existing circumstances. 
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be the chief gainers from any public expendi- 
ture which raised ^e vtdue of property. To 
advocate the expramture, or even the risking of 
public money, with the avowed , object of raising 
the value of propert(*/ tho^efore opens out a wide 
field for jobbery. It' may, of ‘jonrse, be said that 
some means of diverting the wKole of this unearned 
increment into the public purse should be adopted. 
But until this has actually been accomplished, all 
arguments in favour of municip/Iisation, based on the 
indirect efiects of public expenditure on the revenue, 
are both weak and dangerous. 

(37) Another financial objection to municipal 
trading is, as already remarked, that it tends to 
produce extravagance in municipal afiairs ; an 
objection the frill discussion of which is beyond 
the scope of this volume. It has been said that 
if London were to go in* for all the municipal 
enterprises undertaken by Huddersfield, for 
example, the result would be “ to increase its 
“debt at once by the gigantic sum of nearly 
“ £200,000,000, or nearly one-third of the National 
“ Debt.” ‘ Municipal debts may, therefore, be largely 
increased in future as the result of Municipal 
Trade ; and a given sum of money, if borrowed 
after any such great increase in the debt of a 
municipality, would bear a materially smaller pro- 
portion to the total debt than would be the 
case if it were borrowed at present; and the loan 
would therefore appear to be a less important 
ma^r. Any < 0 {^sition to new loans will probably, 
therefore, be weakened by any wide 'extension of 
Municipal ^rade. Public bodies, like individuals, 
easily drift into bad habits; and if the habit of 
M.TJI., Q. 8606, Mr D. H. Davies. 
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raising money by loan withllittle regard to the 
total indebtedness of the mulicipality is acquired, 
the expenditure for non-ren^uiq^tive as well as for 
remunerative works is certain to increase. 

(88) The final result of this long discussion is 
to make it probable that, as compared with private 
trade under proper) control, the direct result ol* 
Municipal Trade is likely to be that one generation 
will be taxed for the benefit of future generations; 
and, merging together the interests of exisi^ng and 
future citizens^ that the net result to the nation 
will be neither a considerable financial loss nor 
a considerable financial gain. As regards the in- 
direct results of Municipal Trade, it appears that, 
if it were to be much more extensively practised, 
the check thus produced on the growth of wealth, 
and the tendency to extravagance thus created, 
would cause a material diminution both in the 
national wealth anU in the national and municipal 
revenues. From this we may at least conclude 
that, though great pecuniary sacrifices are some- 
times justifiable for public purposes, it is most 
unwise to allow the hope either of making a 
profit, or of producing a corresponding reduction in 
prices, to influence our decisions as to whether any 
industry , should be municipalised or not. The ques- 
tion whether it w 9 Uld be for the general good that a 
public body should undertake the management of 
any trade should, therefore, in the first place, be 
considered solely with reference to such questions 
as public morahty, health, and convenience; and it 
is only when a decision has been j>rovisionally 
given in the affirmative that financial considera- 
tions should be allowed to weigh in the balance 
before a final judgment is made. 
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COMPETITION *a.ND PROTECTION 


(1) Mankind, it is urged, is/on the whole bene- 
fited by a free competitive stmggle between 
different industrial enterprises, and municipalisation 
will produce harmful results by lessening this 
struggle. This is the argument about to be 
examined ; and, in so doing, it must be re- 
membered that those who accept this general con- 
clusion need not necessarily condemn the public 
management of all industries. It is merely the 
addition, in each case, of an ektra weight, great 
or small as the case may be, on the adverse side 
of the scales before making the final test. 

(2) Those who affirm that the results of in- 
dustrial competition are on the whole bad as com- 
pared with the results which might be obtained 
by the introduction of some other practicable 
system are in fact pronounced Socialists ; and 
to consider whether they are right or wrong in 
their conclusions would necessitate the considera- 
tion of the whole question of Socialism. Such 
a controversy would be beyond the scope of this 
volume; and, although most of this discussion has 
a direct bearing on the questions of Socialism, yet 
it must be considered to be mainly addressed to 
those readers who do not admit the practicability 
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of any great or sudden soculistic revolution, but 
who are, nevertheless, .anxioiffi to consider every 
socialistic proposal separately on its own merits. 

(8) Here, therefore, it is unnecessary to do 
more than briefly summarise| the advantages and 
disadvantages resulting from the struggle which ^ 
inevitably accompanies our modem industrial 
system. Free competition lias the effect of placing 
goods and services where they are most wanted 
with greater certainiy than is possible vi4th any 
other system;* it best insures that the goods 
supplied are of the kind wanted; and it keeps 
down prices more effectually than any legal enact- 
ments, thus widely distributing the benefits of 
industrial progress.' Many of the arguments in 
favour of free competition are similar to those 
urged in favour of free, trade; for both the curb- 
ing of competition and the levying of an import 
duty may have the effect of keeping alive an 
industry which free trade, in the widest sense of 
the word, would kill by the introduction or 
manufacture of cheaper or better goods. The 
world at large is injured by high prices being 
sustained in either of these ways, especially 
when high prices have not even the merit of 
producing greater profits, and are simply the 
result of the survival of obsolete or wasteful 
methods of production. But probably the most 
important of the many reasons why our competi- 
tive system is, on the whole, beneficial is that 
under it the fittest wiit their way* to the front 
more surdy than is possible under a^more cen- 
tralised system; and the progr^ of the world 

I “Economics,” Hadley, p. 397. 
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depends mainly on fne fitness of those who are to 
be found in the laiding ranks. “The industrial 
“success of this country, whether it be manu- 
“ factoring or commercial, has jpeen attained by 
“individual energy jimpelled by the motive of 
“individual ambition and profit. To prove that 
' a socialistic reform would do immediate good 
would not disprove that" the toted effect would be 
evil ; for free initiative and progress have ever 
gone hand in hand. / 

(4) Few are now blind to the evils of the 
existing system. The fittest winning in the race 
often means the degradation of the weakest; and 
the struggle is a cruel one. Much of the labour 
of mankind does nothmg but harm ; and even 
the harmless ef&rts, such, for example, as the 
reasonable display of advertisements, which do not 
actually tend to produce useful things, but which 
necessarily accompany our industrial system, repre- 
sent an appalling waste of human energy. But, 
even if we fi’eely admit the cruelty and waste- 
fulness of modem industrial life, we shall not 
necessarily be illogical if we firmly hold to the 
belief that no socialistic system yet proposed could 
be introduced with advantage. All that can be 
done is to try to mitigate the evils of competition 
without unduly checking the r progress of the 
world. 

{$) The industries most commonly municipalised 
are generally described as monopolies, and it may 
be urged that, where frpm any gaiue whatever 
an industry has become a complete monopoly, 

^ Journal of ike Royal Statwtical JSoc., Sir J. Henry Fowler, M.P., 
September 1900, p. 393. 
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the resulting evils cannot He increased by its 
being purchased by a public jbody. Competition 
is practically impossible in |he case of the supply 
of water for (Jomestic purposes in developed 
districts; for no substitute for water exists, and 
it has been found impracticable to establish rival ^ 
enterprises in the same area. But can this be 
said of any other municipal findertaking ? Municipal 
tramways, not to mention their competition with 
the use of human legs, are now run in competition 
with omnibuse%; and they may in future have to 
compete with motor cars. Municipal gas-works 
frequently compete with private electrical works, 
and, to a certain extent, with oil lamps for light- 
ing. Municipal electrical works compete with 
hydraulic works for the supply of power. In 
other municipal enterprises the competition is 
more obvious ; and I know of no instance, except 
the supply of water for domestic purposes in 
developed districts, where it is altogether absent. 

(6) Competition means an effort and a struggle, 
and all competitors are under a strong temptation 
to protect themselves as well as they can. The 
difference between municipal and private traders 
is not that they are actuated by different motives ; 
for both will always seek protection. Municipalities 
have, however, in, many ways, greater powers and 
opportunities than private traders of checking com- 
petition, and they will take advantage of them 
exactly as private traders would do were they 
able. They cqn more ^ily buy up their rivals, 
and thus amalgamate two competitive .businesses ; 
they have peculiar advantages because of their great 
resources in attempting to crush or to frighten 
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away their opponents; and they can use their ad- 
ministrative powers rn prot^ themselves. Except 
in the case of water ^supply, municipal enterprise 
will always tend in one of theserways to produce 
some injurious resultp by limiting competition. 

, (7) The commonest instance of competition 

being checked by the purchase of rival industries 
by the same municipality occurs when a public body 
managing gas-works also buys up electric lighting 
works. '“Where this takes pla:e, an end is put to 
effective competition; for, if electricity is manufac- 
tured as an adjimct to gas, the municipality, instead 
of “offering it and urging it,” will only supply 
it where it is asked for.^ The fact of owning the 
gas monopoly may, it is true, make it more likely 
that a “city could manage electrical works in con- 
“ junction without much financial risk or danger”; 
but this absence of risk will assuredly be accom- 
panied by a retardation in the rate of progress.* 
There may be rivalry between the committees 
managing the two enterprises, or between different 
Town Councils ; but, as a stimulus to trade, rivalry 
is fw less effective than the true competition arising 
fiom the desire of proprietors for increased profits. 
Had both these methods of illumination been 
universally under public management, it is very 
doubthil if the experiments in r incandescent gas 
would have been pushed with the same vigour as 
has actually been displayed by the private companies 
concerned; less progress would have been made; 
and the publk: would, in. this way, have suffered 
from the check on competition resulting from the 

» M.T.E., Q. 2731, Mr 8. Chisholm. 

* ** Municipal Government in Continental Europe,” Shaw, p. 325. 
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two industries being municipWsed. Competition 
would be checked in a similar manner if both these 
industries in any locality were managed by one 
private company ; but, as far as I know, this 
never occurs. * 

(8) The check|On competition due to different 
enterprises being placed under one management 
would become very serious if ever the* fiel^ of 
municipal enterprise were much more widely 
extended. At the present time, howeves, more 
harmful results arise from the use made by muni- 
cipalities of then various powers in order to hinder 
private traders fr^m competing against industries 
which are now or which may possibly in the future 
be placed under public management. As already 
remarked, all traders, whether private or public, 
desire protection; but municipal bodies can base 
their demands for it on pleas which private traders 
cannot use. “ Havftig spent the ratepayers’ money 
“on laying down expensive plant,” municipalities 
“claim that it is against all municipal practice to 
“allow competition from private companies”; and 
it is said that Local Authorities have been 
encouraged and assisted by Parliament in borrow- 
ing large sums of money for electric lighting 
undertakings “ on the understanding that there 
“should be no competition.”* It may be doubted 
whether any Parhamentary understanding exists; 
but it can hardly be denied that there is some 
force in these arguments. The Municipal Corpora- 
tions Association, a powerfril body capable of in- 
fluencing many 'Members *of Parliament, has even 
gone so far as to afSrm defuiitely “the principle 

> Q. 848. 

T 
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“ that where IjOcsL Authorities have, with the 
“sanction of Parliament, established, or, are in the 
“ course of establishmg, undertakings for public 
“benefit, and have not failed in their duties, it is 
“ not right or expedient that ’powers should be 
“granted to comp^es to conjjpete with them”; 
and the advocates of Municipal Trade are able to 
infipence Parliament through the agency of such 
associations in their endeavours to obtain protec- 
tion for industries under pul^lic management more 
effectively than private traders can do with the 
means at their disposal. Municipal Trade is, there- 
fore, more protected than private trade; though 
the evils arising from the resulting limitation of 
competition are not one whit less serious in the 
one case than in the other. 

(9) The direct effects produced by the opposi- 
tion of municipalities can; perhaps, best be seen in 
the case of electric lighting. Before private traders 
can get the Provisional Orders which are necessary 
to enable them to supply electricity in any district, 
the consent of the Board of Trade must be obtained ; 
and, although the Board of Trade can dispense 
with the consent of any Local Authority, they 
hardly ever do so. Municipalities can, therefore, 
as a rule, effectively oppose the granting of these 
Orders, and, when there are mimicipal gas-works 
in the district, this opposition is often forthcoming, 
the reffisal to give consent being sometimes avowedly 
grounded by the Local Authority on “the very 
“large amounts which they have expended on their 
“gas undertaking.”^ Moreover, whd« there is no 
thought of protecting gas-works. Local Authoriti^ 

‘ M.T.R., Q. 1670. 
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often appear to consider that\they may want to 
imdertake the electric lighting' themselves at some 
fiiture date, and, with tKis possibility in view, Uiey 
oppose private companies “m all sorts of ways.” 
Opposition of thii character, it is said, has “very 
“ seriously retarded^ the progres^ of electric lighting,” 
many places having been for years without it 
where otherwise it would have been available.' 

(10) Another possible method of safeguarding 
municipal gas-works i^'om competition is for g. Local 
Authority to obtain a Provisional Order under 
which municipal electric lighting works could be 
established, and, having obtained these powers, to 
let them remain unused. This would certainly 
prevent private companies from entering the field 
for some time, and might keep them out for many 
years. In thirty-seven localities in Great Britain 
and Ireland, where Provisional Orders had been 
granted before 189d, no electrical supply was avail- 
able at the beginning of 1900; and it is difficult 
to resist the conclusion that a few of these Orders 
were taken out merely with the view of protecting 
the Municipal Gas-Works from competition,® and 
many with the idea of keeping the ground clear in 
case the I^ocal Authorities should in future wish to 
do the work themselves. 

(11) In many cases, private companies desiring 
to imdertake various enterprises are either obliged 
or think it expedient to endeavour to obtain a 
Private Act of Parliament granting the necessary 
powers; and in such cases Local Authorities have 
excellent oppbrtunities during the progress of the 

I Q. 706, Mr Sydney Morse. See also Qs. 1361 and 1566. 

* Ibid., Qs. 1656, 1310, and pp. 466, 466. 



S9S COMPETITteN AND PROTECTION [«="• 

bills of endeavouring to avoid Ibe proposed private 
competition. The delay caused to various projects 
for the distribution of power by electricity may be 
mentioned as an illustration of the obstruction to 
industrial progress thus r^dered ^^possible. In 1897 
and 1898 certain bilLs were depcjjited with the view 
of enabling private companies to erect central 
generating stations for* the supply of electricity, 
from which it was to be distributed over wide areas 
chiefly ►for motive power. It^. was believed that in 
this way certain decaying industries in small towns 
and villages might be revived; and several Local 
Authorities were consequently favourably disposed 
towards the project. But an organised opposition, 
originating with persons connected with the large 
cities within the area of distribution,' succeeded at all 
events in delaying the progress of this movement, 
thus causing a considerable loss to the promoters 
and discouraging similar enterprises. Much of the 
opposition in this, and in other instances which 
might be quoted, was probably based on rational 
grounds; but in many cases the Local Authori- 
ties appear to have allowed their zeal as possible 
future manufacturers to outweigh their discretion as 
representatives of all classes inhabiting the localities 
concerned.' 

(12) It is only when competition is conducted 
on even terms that the best results are obtained; 
for, if the contest is uneven, the fittest may not 
smvive. Both the administrative powers and the 

^ "Report Electric Energy (Qeperating Statiqns and Supply),” House 
t>f Cominona, 213, 1898 ; " Traction and Transmission,'*’ April 1902, p. 241 ; 
M.T.R., Qs. and 2590. As to Mond Gas Bill, see "Traction ^d 
TransmiflsioD,” December 1901, p. 226, and January 1902, p. 21 ; 
Tmea, 6tli September 1902. 
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great resources of municipalities give them great 
advantages over private traders ; and their success, 
where there is competition, is not therefore a proof 
of the superior quality of the work performed. 
Some engineers believe that trapwa5rs will be wholly^ 
or partially supe^ded by motor cars, and that, to 
accommodate this traffic, tlie roadway should be as 
smooth as possible. Shoul*^ this prophecy pk'ove 
to be true, those municipalities owning tramways 
may lose revenue by this competition, and they will 
therefore be tentpted not to hurry on the necessary 
changes in the roadways ; whereas in localities where 
private companies are the owners of the tramways, 
no such temptation would exist, and the improve- 
ments of roads, would probably be more rapidly 
effected to the real advantage of the public.* Where 
municipalities control the police, and are in con- 
sequence ultimately responsible for the regulation 
of the traffic, it is not impossible that these powers 
may be used to favour municipal tramways in their 
competition with omnibuses, even if it is not 
deliberately intended thus to make the competition 
uneven. It is the rule now for Local Authorities 
working tramways to take powers in their bye-laws 
to carry a certain number of passengers in emer- 
gencies in excess of the interior seating accommoda- 
tion; a practice which their police would probably 
prevent if attempted by competing omnibus pro- 
prietors. To obtain further evidence of the effect 
of the advantage possessed by municipalities, we have 
merely to tvofi 'to the Beport of thd Joint Com- 
mittee on Municipal Trading. The Corporation of 
Dublin, for example, is said to have obstructed a 

* M.T.R., Q. 1318. 



294 COMPETmON AND PROTECTION [chap. x. 

private electric tramway company to such an 
extent as to induce them to agree “not to supply 
“electricity to anybody without the consent of 
“the Corporation,” thus safeguarding the municipal 
electric lighting works from competition.' Glasgow 
is said to have obstructed a r private telephone 
system by refusing to grant facilities with reference 
to way-leaves “which would have enabled improve- 
“ments to be made.”® And, as an example of 
the waf in which the great riches at the disposal 
of municipalities affect competition,' the case of the 
Glasgow cross-river traffic may be mentioned. A 
private company introduced a Bill to enable them 
to construct a tunnel under the river, and the 
Corporation, having failed in their Parliamentary 
opposition, started a horse ferry at fares “reduced 
“to the vanishing point,’.’ with the object, it is 
said, of crippling and crushing, out the company.® 
There may have been other grounds than those 
mentioned for the action of the above-mentioned 
municipalities ; but, even if the circumstances to 
be considered in each case have not all here been 
mentioned, these instances prove that Local 
Authorities have powers which give them great 
advantages in any competition with private traders, 
but which in no way affect the quality of the 
goods or services supplied. • 

(13) Thus it is certain that harmful results 
have actually arisen from the opposition of muni- 
cipalities to private competition. But it must 
be rememb^ed that the indirect ^ and invisible 

^ M.T.R., Q. 1444) Mr W. M. Murphy. 

• Ibid., Qs. 3471) 4045, and 4368. 

’ Ibid., Q. 3444) Mr James Kelly. 
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effects are often the most important. A consider- 
able amount of labour and some expenditure 
are necessary before the ^promoters of private 
enterprises are even in a position to ascoiain 
whether a municipality will or will not consent 
to the issue of Provisional^ Order. Still more 
money has to be expended before it can be 
ascertained what amount * of opposition * will be 
offered to a Private Bill in Parliament; and any 
opposition that is offered, even if unsupcessful, 
will greatly inq;ease the cost of such undertakings. 
The stronger the desire for Municipal Trade in 
any district, the more probable it is that private 
enterprises, requiring Bills or Orders, will be 
opposed; and the more probable is this opposition, 
the less likely ‘is it that promoters will be willing 
to risk all this preliminary labour and expenditure 
without which notjhing ‘wliatever can be done. It 
is almost impossible to form an estimate pf the 
ultimate effects thus produced ; but it appears to 
me probable that the influence of these invisible 
checks on industrial progress due to the fear of 
municipal opposition is considerable. 

(14) It has also been urged with great force 
that the check on trade arising from municipal 
opposition has another extremely important in- 
directly injurious ^flfect. It cannot be denied that 
English towns are far behind the times as compared . 
with several other countries in the matter of 
electric lighting and electric tramways; and one of 
the indirect resets of this backwardness is said to 
have been that the manufacture of certain electrical 
fittings has been' almost driven out of the country. 
It is urged that electricity is far more used in 
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the United States than it is with us, because it 
has not been obstructed^ in that country by 
municipal opposition; ^and, as trade is generally 
most successfiil where it has th^ advantages of a 
first start, and where its volume is- greatest, English 
manufacturers have been in consequence worsted, 
so it is said, in their contest with their American 
competitors. Other circumstances have probably 
helped to produce this result; but the &ct that 
“a very » large proportion of thjf electrical apparatus 
“ is now being imported from America ” does appear 
to be largely due to the opposition which electrical 
tramways and electrical lighting have received 
fhnn the municipalities of the United Kingdom.^ 
(15) Thus any limitation of competition may 
produce both beneficial and harmful results, the 
net result being, generally speaking, very harmful. 
Some competition is possible even with trades 
which are usually described as monopolies, because 
other commodities can be used in substitution for 
the commodity supplied ; the sole exception 
probably being water. Both public and private 
traders will seek protection against competition; 
but municipalities will be more successful than 
private companies in their endeavours to shelter 
themselves. Local Authorities can defend them- 
selves against would-be rivals by opposing bills 
in Parliament, by refusing consent to Provisional 
Orders, or by obtaining such Orders with or 
without the intention of using them; and they 
may be able to stop actuid competition by buyii^ 
out established competitors. Even tlie possibility 
of any such proceedings on the part of public 

1 Qs. 1180 (Mr Emile Oarck<), 1905, 1450, and 875. 
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bodies produces a deterrent effect on enterprise ; an 
effect which is not confined to the trades primarily 
affected. In fact, of all the^ services usually muni- 
cipalised which may truly 1^ described as trades, 
domestic water ^pply is the only one in which 
the monopoly is ^ complete^ that no harm what- ^ 
ever can be done as regards the limitation of 
competition by municipalis^tion. * • 

(16) In considering the influence of com- 
petition, we have t}ius far been discussing the 
direct and indiiiect effects of the municipalisation of 
trades tending to become monopolies. Municipal 
Trade appears, however, less and less likely to be 
confined within these bounds. The management 
of a monopoly such as the supply of gas by a 
municipality, necessitates even at the present time 
a certain amount of competition in the sale of 
coke and of othgr residuals; but when, as at 
Sheffield, powers are obtained for the manufacture 
of electrical fittings, no necessity can be pleaded 
for thus entering directly into competitive trade.^ 
£tut it is rather with regard to future possibilities 
that the study of all questions connected with the 
municipalisation of competitive industries is an 
urgent necessity; for public bodies have already 
asked for powers to undertake the manufacture 
of electric dynamos, saddlery, coal supply, and 
pawnbroking, etc. ; and these demands must be 
regarded as true guides to the direction in which 
public opinion is drifting at present.^ 

(17) As already rema^^ked, all traders seek pro- 

> Q. 2993. * 

> Lord Avebury quoted in Journal of EoycU Statistical Soc,, September 

1900, p. 391 ; alBO Q. 168. 
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tection. But with competitive industries, competi- 
tion is necessarily more to be feared than in the case 
of monopolies, and the ^esire to avoid it will be even 
more keenly felt. The administratiye powers of Town 
'Coimcils and their influence witii the Legislature 
give them great facilities for checking competition 
in the case of monopolies ; and the means of obtain- 
ing protection are likely to be further increased 
with any increase in the field into which Municipal 
Trade enters. The advocates 9f public management 
have already laid down the general, principle that 
powers should not he granted to companies to 
compete with municipal enterprises undertaken for 
the public benefit ; and it is but a slight change fi'om 
this attitude to demand that existing companies 
should be prevented fix)m competing with established 
municipal enterprises, all of which will assuredly be 
declared to be for the public l^enefit. The open 
advocacy of protection for all municipal trades is 
not improbable, because, for the following reasons, 
protection for established mimicipal trades can be 
urged with peculiar force. Trades tending to become 
monopolies, such as the supply of gas, water, and 
electricity, and tramways, are but comparatively 
little influenced by bad trade ; but, with competitive 
industries, the works may lie half idle for months 
dwing periods of commercial depression. At such 
times the profits would cease to be sufficient to pay 
the interest on the loans; the ratepayer would 
grumble at the deficiency ; and the municipal work- 
man would use his power as a voter, to ensure that 
somehow of other full work should be resumed 
again. Statutory protection would very likely be 
soQght, and very possibly obtained. If no statutory 
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protection were forthcoming, trade might be stimu- 
lated by prices being reduced below the profit- 
making level, municipalities^ thus gaining a great 
advantage as regards volume of output over private 
competitors; and^ when the ratepayers discovered 
the effect of this reduction* on the finances of ^ 
the municipality— if they ever did discover it 
— ^they might become still more eager* for, pro- 
tection. At all events, if competition were checked 
in no other instances, it certainly would bt limited 
as regards th^ supply of goods to all municipal 
and to many other public institutions. A Board 
of Guardians, for example, may now have a dozen 
bakers to choose from for its bread supply ; but, if 
a municipal bakery were established in the same 
district, to say \he least of it, the competition between 
it and its private rivals would be conducted on most 
unequal terms. A^ain ft is illegal for a municipality, 
when managing electric lighting works, to force the 
consumer to adopt any special form of fittings; 
but when the municipality is also a manufacturer 
of fittings, it may well be doubted whether this 
prohibition will be effectively maintained, or 
whether the consumers will not lose some of the 
advantages arising firom their right to choose from 
amon^t.many makers.' In short, if ever Municipal 
Trade invades thf field of competitive industry to 
any great extent, it appears probable that munici- 
palities will acquire additional means of protecting 
themselves in ways which will seriously interfere 
with the freedpm of trade. • 

(18) If, as we have* seen, the m^cipalisation 
of any industry whatever will produce a certain 

^ See Traction and Transmission,” March 1902, p. 161. • 
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check on competition, the harmful effects of this 
check will be proportionate to the possibility of free 
competition in its absence. This is so evident that 
it hardly requires demonstration. Where com- 
petition is free, purchasers hav^ a wide choice 
>^s,of goods manufactured by different firms; and, 
the wider this choice, the moie probable will 
it be that, if one manufacturer be selected on 
grounds other than that of merit, the goods 
supplied (by him will be inferior in quality to the 
best that could be obtained at the s^me price else- 
where. Moreover, if an artificial monopoly be 
created, bad management may flourish undetected, 
or, at all events, unreformed; whereas, in a wide 
field of competition, each individual ma nufacturer 
must keep his goods up to the mark, or be beaten 
out of the trade. It is obvious, therefore, that 
the wider the choice would be if trade were free, the 
more will protection act like a tax on the consumer ; 
the more it will lessen his chances of getting the 
article he wants ; and the more likely it will be to 
increase those evils which are always felt under a 
centralised system. Municipal Trade is, in fact, 
likely in this respect to be proportionately more 
harmful as the trade is naturally more free. 

(19) As regards the sale of goods, the entiy of 
municipalities into competitive tmde is so recent 
that it would hardly be expected that the evil results 
would be as yet apparent. Granted that the 
municipalisation of a monopoly is beneficial, then 
the sale, not the manufacture, by a ppblic authorily 
of any mere^ accessories to* the main product may 
, present considerable advantages and but few dis- 
advwtages ; that is, if no one manufacturer is unduly 
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favoured to the detriment of others. This may be 
true as r^ards the sale of gas and electric fittings, 
when once the gas and electric works have been 
municipalised. But even iA such cases some harm 
may be done. Ill Glasgow, for example, the supply 
of stoves is said “ not to be fleemed a permanent 
“ feature of the gis department, but merely a passing 
“bit of semi-commercial, «emi-philanthropic enter- 
“ prise to stimulate the use of gas as fuel in tihe 
“abodes of the poor.”^ If this be truly t^e policy 
of the Glasgow Co^ioration, it may be noted in 
passing that tRe temporary establishment of any 
industry is hardly ever ecpnomicaL But, as to the 
question under discussion, the point to be considered 
is the probable result of these efforts if, as some of 
us believe, ga^ cannot compete on even terms with 
coal for cooking purposes, and if the poor have 
been induced by this aHificially stimulate sale to 
introduce a more expensive method of cooking 
into their homes. To permit competition to be 
free is generally the best philanthropy, because free 
trade makes it most probable that the consumer will 
obtain the cheapest and most suitable article. 

|(20) It is, however, by limiting the number of 
actual manufacturers of goods that any check on 
competition is more likely to do harm. Mimici- 
palities, it is true, have thus far almost exclusively 
confined their productive works to monopolies, 
and we have therefore practically no experience 
to guide us as to what would be the results of 
the manufiicture by public bodies op a large scale 
of goods th6 trade in Which is natur^y j&ee. It 
can only be said that the forgoing theoretical 

I « Municipal Government of Ghreat Britain,” Bhaw, p. 121. 
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arguments indicate that the resulting evils would 
be great, a conclusion which cannot be refuted by 
fiuds. 

(21) In discussing 'the effects of competition, 
attention is generally directed ( to the struggle 
between rival manufacturers in the disposal of 
their goods in the market. Bui* there is another 
form of '^competition, the competition in starting 
new '^industrial enterprises; and the evil effects of 
any limitation of this competition by municipalities 
would produce, perhaps, even ‘more harmful results. 
There is the struggle between inventors and others to 
induce financiers to take their rival projects into con- 
sideration ; there is the struggle between architects 
and engineers to get the widest reputation for 
designing the most suitable works ; there is the 
struggle between rival financiers to induce the 
public to invest their money in the schemes thus 
elaborated; and all these rivalries may be included 
under the title of competition in construction, as 
opposed to competition in production. It has been 
seen that many industries invariably tend to become 
monopolies when once established ; but the business 
of establishing these same industries is not neces- 
sarily monopolistic. A private company, by laying 
down a tramway, acquires the monopoly of thJe, tram- 
way traffic along a certain route ; but there is no 
reason why any private company should acquire the 
monopoly of constructing tramways in any district. 
When a municipality buys out a gas, water, or 
electric compapy, it is only the substitution of the 
new managers for one other managin|[ body; but 
when a municipality builds its own works, motny 
competitors may be thrown out of the field of 
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competition. Thus municipalisation is far more 
likely to do harm by limiting competition in con- 
struction than by limiting competition in production ; 
and competition in construction should always be as 
free as possible. ^ 

(22) Whenever municipalities undertake the 
management of uidustries, some of the evil results 
of a centralised system will be apparent ; Jbut these 
harmful influences will be most strongly ftlt if 
public bodies interfere with this competition in 
construction. One *of the worst results of any 
such interference arises from the consequent 
diminution in the number of persons who are in 
a position to take any part in the initiation of 
commercial enterprises. When a municipality is 
considering the advisability of building any works, 
or of establishing any industry, there are few persons 
consulted or concerned* in the technical questions 
on which the success of the schemes so largely 
depends; and the various decisions may all, in 
fact, really rest on the advice of one borough 
raigineer. On the other hand, when such matters 
remain in private hands, the number of persons 
who are considering- the possibility of starting such 
new schemes or works will be far greater; for 
various proposals may be under the consideration 
of different promoters at the same time ; and 
private companies, being less tied than public 
bodies to appointed technical advisers, will be mom 
ready to call in outside technical experts, or to 
consider their proposals. If a public authority 
is omnipotertt, it is neceSsary to persuade that one 
body and its small staff of technical ex^rt advisers 
that a scheme is good before the enterprise can be 
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Started; whereas, to insure that result under free 
private trade, all that is necessary is that any one 
of the many groups of men habitually undertaking 
such enterprises should be convinced of the sound- 
ness of the proposal No doul^ a public body, 
with its superior fr^ilities for i^ing money on 
loan, if it be once thoroughly ar msed, can initiate 
works with greater ease than a private company. 
But ihis advantage by no means compensates for 
the many disadvantages arising £rom the loss of 
the widespread power of initiative which can only 
exist under free private trade. The ’probability that 
the necessary energy and that the most suitable 
proposal will be forthcoming depends in fact on how 
widely the net is spread; and the net cannot be 
very widely spread imder any centralised system. 

(28) Neither the benefits of free trade nor the 
evils due to centralising ‘ influences show them- 
selves to the full extent imniediately after any 
change of system. The habit of forming voluntary 
associations of private individuals for commercial 
enterprises is but slowly acquired and but slowly 
destroyed; and the extent to which it exists 
depends not only on the amount of freedom 
given to the individual trader, but also on the 
length of time during which that freedom has 
lasted.' The evil effect of the introduction of 
centralised institutions is therefore cumulative ; 
and if, as in England, Municipal Trade is only a 
recent and a not very widespread growth, and has, 
as a rule, been confined to the management 
wmks created by private <companies‘i, it is probaHe 
that the hafrnfril influences now under consideration 

^ Modeme et ses FoncUonsi" P. Lerdy-Beaulieu, p. 240. 
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have hitherto been little felt. We must compare 
our own country with others which have for long 
been ruled on bureaucra^c lines in order to detect 
the symptoms of this diseas^. We are told by a 
French author, f^^r example, that “none of the 
“great improvements in artificifl channels of com- 
“munication or ini means of transport, which have 
“been introduced within the last fifty yedrs, ^ve 
“originated in France — macadamisation of roads, 
“railroads, locomotives, suspension bridges,* steam- 
“ boats, etc., all are lfhe work of the free and in- 
“ dependent engineers of England and America.”* 
All such comparisons are somewhat inconclusive; 
but I cannot doubt that a very serious impediment 
will be placed in the path of progress if municipal 
bodies enter largely into the field of constructive 
enterprise. 

(24) The difference in the conditions under which 
competition in construction, and competition in pro- 
duction usually take place, though it has not generally 
been fully recognised, has, nevertheless, had a marked 
influence on the scope of Municipal Trade. At 
the first introduction of any new industry in which 
a local monopoly can be created there is, when 
trade is free, a keen competition to reap the 
reward?* which may come to those who succeed 
in obtaining the necessary concessions; and 
progress is often very rapid. At first the public 
instinctively feel the benefits they receive from 
the struggle between the competitors. At a 
lat» stage, when the ground is largely occupied 
by private dbmpanies, the troubles 4}ie to the 

1 “ Dictionnaire d’Economie Politique,** quoted at p. 76 of the ‘‘ State in 
its Belation to Tyade,” Lord Farrer, 1883. • 

U 
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establishment of monopolies begin to be felt, and 
the cry for municipalisation is raised. Thus the 
municipal movement has' not, as a rule, been 
called into activity until the period of competition in 
construction is over; that is, unfjil after the period 
during which any hindrance to competition would 
have been most hannful. Uilfortunately, whilst 
avoiding^ the worst of the evils due to municipal- 
isation, the. opportunity of imposing suitable regula- 
tions or. private companies has often been neglected.^ 
(25) It has been seen tiiat one of tiie most 
attractive pleas in favour of miinicipalisation is 
that large profits may thus be made, and that 
the burden of taxation may thus be pro- 
portionately lessened. Unsuccessfiil private enter- 
prises are seldom bought by Local Authorities ; and, 
as to enterprises the success of which is an estab- 
lished fact, the risk involved in municipalising them 
is comparatively small, whilst the prospect of making 
great gains is correspondingly remote. But we 
now see that centralising influences are most 
hannful if they are active during the period of 
competition in construction, and if, in consequence, 
public bodies replace private firms in the actual 
construction of works. Those who advocate 
Municipal Trade on the grounds of publid* finance 
have, therefore, this alternative to ftce : either 
they must hope to establish a centralised system 
at ^e period at which it would be most harmful; 
or they must abandon tiie prospect of even 
mod^tely hcrge average profits, yrhilst, it is true^ 

^ It is inter«3ting to note tliat Miss Lee’s investi^tions, mentioned in 
chapter viii. par. 2 , indicate that the expenditure on remunerative work 
is 20 m in idislariets where the population is rapidlj increasiajf than in more 
stationarjr d^tricts. 
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gaining a corresponding immunity in>m large 
losses. 

(26) Thus, municipal enterprise, by interfering 
with competition, will produce injurious effects in 
proportion to the jpossibility of trade being free when 
in private hands. Not only isfthis the case, but it 
is generally true^that, in comparison with private 
enterprise, municipal mailagement is likely to 
be less successful in industries where competition 
is possible than in trades tending to •become 
monopolies. G^od management, special knowledge, 
and initiative are beneficial in all trades. In the case 
of a monopoly, however, the managing body may 
be deficioit in these qualities and yet the business 
may appear to suffer but little in consequence; 
because, being 'a monopoly, it will not be much, 
if at all, injured by competition; and the harm 
that is done will ^ot be very noticeable because 
comparisons with similar industries elsewhere 
cannot readily be made. On the other hand, 
with a truly competitive trade, such as the manu- 
facture of electrical fittings, any considerable 
deficiency in the necessary qualities in the 

managing body will simply bring the business to 
a standstill, to bankruptcy — or to protection. Far 
greater*'and more varied technical knowledge is 
required in most ^competitive industries than is 
necessary in many of those monopolies most 
frequenUy municipalised ; and, even if a Board of 
Directors is as technically ignorant as the 

Committee of a Town Council, its members will, 
as a rule, possess more of that most» important 
of all business qualities, the knowledge of the 
extent to which others should be trusted in order 
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to obtain the best results in the long run. Boards 
of Directors know better when they should trust, 
and when they should neglect the advice of their 
expert advisers ; and, when they do neglect that 
advice, they will act on their blvn opinions with 
more boldness. The two opposite qualities of 
trust and initiative are those ^most wanted in 
competitive trade; and; although it may perhaps 
be an exaggeration to say that municipalities have 
“ never invented or initiated anything, either with 
“ regard to tramways or gas or electric lighting,” the 
only trades they have undertaken to any considerable 
extent, yet it can hardly be denied that the 
absence of trust and initiative are characteristics 
generally observable in all services under public 
management.! In fact, as pointed out in a previous 
chapter, the average management of Municipal 
Trade compares in these respects somewhat 
unfavourably with the average management of 
private industries ; and, if this is the case, it is 
obvious that the harmful results of municipalisation 
will be more felt in competitive trades than in 
monopolies. 

( 27 ) There are, moreover, special reasons why 
it is difficult for municipal managers to enter 
into a competitive struggle with private o^onents. 
Municipal Tmde always involves some risk of an 
increase of taxation ffilling on the ratepayers, and 
there will consequently always be some objections 
raised against any trade being municipalised which 
is not for the good of all the citizens within the 
taxable area, or which is for the bim^t of any 
citizens wiihovt that area. The not unnatural 
• > Qa 619 (Hon, £, Chandos Leigh), and 1132. 
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dislike felt by Local Authorities of incurring 
a risk without any corresponding benefit to any 
or all of their constituents will, in feet, often put 
some restriction, great or kmall, on the manage- 
ment of municipal trades. The effect of such 
infiuences may be seen in tl^e electrical industry; 
though they might be even more observable in 
a truly competitive trado. Electrical works are 
beneficial to all living within the municipality^ own- 
ing them when they are used to supply ejectricity 
for the lighting of thi streets, but not when used to 
supply electrici?y for the lighting of private houses, 
or for motive power in private manufactories ; and, 
for this and for other reasons, some cities, like Paris, 
only undertake the manufacture of electricity for 
public purpose!.' But this restriction in the field 
of their enterprise must make the business uneco- 
nomical ; because, the larger the works, the less 
costly will be the manufacture, and still more because, 
in order to produce electriicity at the lowest cost, the 
machinery must be run as continuously as possible. 
For this latter reason, electric lighting works should 
find a market for their electricity during daylight, 
and this can best be done by selling it for motive 
power for lifts and other machinery, a trade which 
woul^oertainly only be directly beneficial to a small 
minority. 

(28) Bargaining is also a matter of exceptional 
difiiculty in trades managed by public bodies. For 
example, the bargaining which must take place in 
the altove-mentipned supply of electrjpity for motive 
power, may,* it is easy "to see, open Jbe road to 
jobbery; and both the fear of the accusation of 
' “ Municipal Qovemmexit in Continental Europe,” A. Shaw, p. 51,^ 
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jobbery, and the ^deavour V> ja^vent it, will in 
such cases be apt to lead to the laying down of 
general regulations as to the sale of electricity 
manufactured by mimicipalities. An attempt may 
be made, for example, to regul^/ite prices in this 
and other industries^ according to the expenditure 
involved, a policy that some States have adopted 
with regard to their railways; and such a proposal 
woulH be contrary to true economical principles, 
because “ there was never a more mistaken idea than 
“the idea that rates woidd be' reduced if they were 
“based upon cost of service.”^ Hindrances will in 
some such ways be placed in the way of the free 
bargaining of Local Authorities, hindrances which 
would be probably less felt in private trade; and, 
wherever bargaining is not free, the supply cannot 
be economically adjusted to the demand. In the 
case of the use of electricity for motive power, 
to whatever extent sales were thus checked, to a 
corresponding extent must the price paid for the 
lighting of the streets and houses be increased in 
order to cover the total cost of manufactme. In 
the case of a truly competitive industry, any inter- 
ference with the power of bargaining might lead to 
the closure of the works. 

s (29) Another restrictive effect on Municipal 
Trade is due to the natural tendency of Local 
Authorities to confine their enteiprises to their own 
local government areas; an illustration of which is 
to be found in the municipal building trade. When- 
ever work is e slack near home, enterprising 
private bui]|^er looks for it in other districts even 
at consid^able distances; but this course cannot 

^ Railway Traiu^rtation,^’ Hadley, p. 260. 
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be adopted by the committee in charge of this 
branch of municipal industry. Any limitation of 
the field of enterprise* must inc]cease the cost 
of municipal building; fort during slack times, 
the standing exj^nses will run on, and must be 
recovered during the busy periods. If any class of 
building work eve| passes com^etely into the hands 
of municipalities, the effect will be somewhat similar 
to the establishment of a rigid system of 'pro- 
tection in each separate local government area, 
by means of which* all outside traders will be 
^ prevented firo^ competing within it. Results 
somewhat similar to those due to protection are, 
however, still more likely to be felt, because the 
managers of municipal trades, being political bodies 
dependent on * votes, will often succumb to the 
temptation to give orders for materials and to give 
out contracts exclusively within the immediate 
neighbourhood, l^rivate companies, on the other 
hand, are more likely to be guided by the quality 
and price of the goods to be obtained or of the ser- 
vices to be rendered without reference to any other 
considerations; and they are therefore more likely 
to reap the benefits of any competition between 
those who want to serve them. Any such restric- 
tions the fi^edom of trade will normally 
produce the effect of increasing the cost of the 
manufiu^ure of t!he article supplied and conse- 
quently of the price at which it can be sold. Thus 
in thoroughly competitive trades, any system tend- 
ing to confine^ the manufecture, purchase, or sale 
of goods to* any particular district, or to hamper 
the naanagement by detailed regufations, will 
usually produce very harmful results; and such 
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restrictive influences are far more probable in 
municipal than in private trade. 

( 80 ) There are, moreover, certain general ob- 
jections to municipal' trading which apply with 
increased force when the trade vis a competitive 
one. Less change variation is necessary in the 
management of those monopoliesci which are usually 
municipidised than in^ the management of the 
majority of competitive industries; and “where 
“the b,usiness is largely a matter of routine, the 
“opportunities for political maiiipulation are reduced 
“to a minimum.”* It follows, therefore, that the 
danger of corruption will be greatly increased if 
public bodies enter into competitive trade. The 
eflect of the bad management of a monopoly will 
probably only be that some inconvenience will be 
felt by the consumers, and that some revenue will 
be lost to the public ; *whereas, in competitive 
trades, the same causes might produce the loss 
of much capital The risk of loss is, in fact, 
far greater where there is no monopoly, and 
Municipal Trade is proportionately more objection- 
able. Municipal Trade is generally open to the 
objection that the same body which manages the 
industry is also responsible for the appointment of 
those whose duty it is to act as inspectoriS! ; and 
this dual relation is likely to be specially em- 
barrassing in competitive trades. For example, 
when municipal and private lodging-houses are 
competing side by side, the owners of the private 
houses would J)e tempted to comply, even though 
there were ^no truth in the accusation, that th^ 
were at a disadvantage because the police super- 

^ Railway Transportation,” Hadley, p. 263« 
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vision was less strictly enforced with regard to 
their municipal rivals. It may also be urged that 
it is not equitable to tax any tradesman, or even 
to subject him to the Ask of an inCTcase of 
taxation, with tj^e definite object, not of buying 
him out, but of setting up rival to himself in 
the trade by wlych he earns his living. Opinions 
will probably differ widely as to the amount of 
attention which should be paid to this objection to 
municipalities undertaking competitive traces. But 
there can be no doubt that private bakers, for 
example, woul^ feel greatly aggrieved if any public 
authority capable of imposing taxes on them were 
to use the credit thus obtainable to set up rival 
bakeries, and thus to diminish their receipts; and, 
any not unredsonable irritation against a governing 
body, and any complaints founded on apparently 
equitable pleas, fopa in 'themselves pro tanto a valid 
argument in favour of removing *the causes of the 
irritation and of the complaints. All these are 
reasons why municipalisation is more objectionable 
in competitive trades than in trades which tend to 
become monopolies. 

( 81 ) On the other hand, one of the strongest 
arguments in favour of Municipal Trade is that 
consumers will be best safeguarded If the supply 
is managed by a jpublicly elected body ; and, what- 
ever strength this argument may have in the case of 
monopolies, it obviously tells vrith much less force 
in favour of the municipalisation of. competitive 
industries. W^jien the supply of g^s is indifferent, 
for exampler the househdlder can do li^e more than 
complain of its bad quality; and such compkunts 
wiU, so it is urged, be best attended to if the 
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gas-works are municipalised. But if the sale of 
oil for lamps, a thoroughly competitive business, 
were undertaken by public bodies, the dissatisfied 
consumer could go elsdwhere when giving his next 
order. Where competition exists, Ijbe citizen has the 
power of getting go<^s from various quarters, and 
thus possesses a remedy for grievances far more 
efiective tiian any complaint to a Local Authority. 
The existence or the non-existence of municipal 
shops or ^manufactories supplying competitive goods 
becomes, therefore, a matter of 'comparative indiffer- 
ence to the consumer. 

(82) It appears, therefore, that the arguments 
against Municipal Trade are far stronger and that 
the arguments for it are much weaker in the case 
of competitive industries than in^ the case of 
monopolies; and it has consequently often been 
suggested that municipal enterprise should be strictly 
limited to those- trades which tend to become 
monopolies in private hands. But is any such 
limitation practicable? If Municipalities are to be 
permitted to manage gas-works, it would be out of 
the question to refuse to them the permission to deal 
in any way thought desirable with the by-products 
of that industry ; and, in fact, powa: to sell residuals 
is invariably giveq. Here actual competitionr 6omes 
in at once. It may be unnecessary for a munici- 
pality owning gas-works also to naunicipalise electric 
lighting works; for there is no reason why public 
bodies should not meet competition in the same way 
as private tra^/ers have to do. The. fact, however, 
remains that Local Authdrities will leldom face 
competition, and the municipalisation of gas does 
often lead to the diunicipdisation of electric lighting. 
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The municipalisation of electric lighting leads both 
to municipal tramways and to the municipal supply 
of electricity for motive ‘power, the extensions of the 
business in both cases behig urged on the very 
legitimate ground that a sale of electricity during the 
period of daylight is necessary to make electric light- 
ing at night economical. Thl^s municipalities now 
enter into competition with hydraulic power works, 
and may also in future very possibly compete with 
private electric power supplies, such as tjj^ose now 
being established fiN)m large central distributing 
stations. The’%nunicipalisation of tramways has led 
to a competition with ompibuses, and also in several 
instances to the running of municipal omnibuses 
on roads where lines can not be laid, to act as 
feeders to thcf tramways. When it was first pro- 
posed to municipalise gas-works, who would have 
imagined that this enterprise would have led by 
gradual and often necessary steps to our Local 
Authorities being brought into competition with the 
salesmen of coke, naphtha, gas stoves, electric light- 
ing fittings, etc., and with the proprietors of 
omnibuses and of hydraulic and electrical supply 
companies? Is it not almost certain that other 
municipal ventures will spread beyond their original 
limits in the same way ? , • 

(88) The supply of water, the oldest municipal 
supply that exis^, has, it is true, practically led 
to no further extension of business. This is, how- 
ever, due to the fiict that there is no substitute 
for water; whereas some substitute can be found 
for every otiier commodity. But even water supply 
has been made the basis for a demancf for establish- 
ing municipal hydraulic power works, though the 
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aiguments in &vour of such a step are extremely 
feeble. In all other cases Municipal Trade has a 
distinct tendency to enlarge its borders. There 
are, no doubt, objections to municipal works depart- 
ments undertaking building operations outside the 
municipal area; but such an extension of work is 
logical, and may pdssibly be pe^mutted in certain 
cases. In the case of„ dwelling-houses built by 
Local Authorities, permission has several times 
been given to place shops on the ground floor, 
a perfectly logical consequence of the first step.^ 
No one can object to municipal d'ust destructors. 
Several Local Authorities have, however, erected 
works for the manufacture of concrete paving from 
the refuse flom the destructors ; and from this begin- 
ning they have been led to surflicing the flags with 
granite-chippings, when the original refuse plays 
but a comparatively unimportant part in the total 
business. The flags thus made ^e, as a rule, used 
exclusively in all public works, such as street 
paving, with regard to which the Local Authorities 
have the power of controlling the specifications; 
and this without any adequate proof being forth- 
coming that the ousting of the private flag-maker 
from this branch of his business results in any real 
gain to the ratepayer.’’ The municipal management 
of monopolies leads, therefore, in time to the entry of 
municipalities by imexpected extei&ions into competi- 
tive trade; and, if Municipal Trade in competitive 
industries is objectionable, here is another general 
argument in favour of avoiding all Municipal Trade 
whatever; an argument which must be allowed to 
wei£^ in the balance for what it is worth. 

* M.T.R., Q. 614. * M.T.R., Q. 4163. 
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(84) To summarise tlie foregoing conclusions 
'with regard to trades which do not tend to become 
monopolies, it appears that English municipalities 
are, at present, showing k distinct tendency to 
municipalise competitive trades as well as mono- 
polies, though the advantages jvhich can be claimed 
for Municipal Tinde are less, and the disadvantages 
to be feared are greater hi proportion ds the in- 
dustry municipalised is competitive when in private 
hands. There is little actual experience to guide 
us as to the eJPects bf municipal enterprise in com- 
petitive industries; but it cannot be doubted that 
competition would be decreased if public bodies 
managed such trades. Should this prove to be 
the case, the results will be somewhat similar to 
the effects of* protection, the price of goods being 
increased, and the chance of the consumer obtain- 
ing the article he considers most suitable being 
diminished. These harmful results of municipal 
enterprise will be most felt when public bodies 
build works or establish industries themselves ; 
they will be somewhat less felt if the action of 
municipalities is confined to the purchase and 
management of going concerns; and the effects 
will be far less harmful if industries, after being 
bought* are leased out to private companies to be 
managed by theip for a term of years. Munici- 
palities are less hkely to compare favourably with 
private companies in competitive trades than in 
monopolies, because the disadvantages arising from 
the tendency .to keep public work to one area 
and file want of initiative in publig bodies will 
be most felt where competition is most possible. 
Competition, moreover, increases the risks of tr^de, 
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and the greater the risks, the greater is the objec- 
tion to trading on public c^it. It would appear, 
tho^fore, that there are very strong reasons for con- 
fining Municipal Trade *to the management of pur- 
chased monopolies; but such a linpitation of public 
enterprise is difficulty or even impossible, because 
of the tendency of all traders to enlarge their spheres 
of action. ' In short, the more competition is possible, 
the stronger must be the case in favour of the public 
mfmagement of any industry before the balance of 
argument turns in its favour, *and t][\e more it be- 
comes desirable to delay municipal ownership even 
in cases where it ought eventually to be adopted. 
This is true both for the foregoing reasons, and 
because a governing body, by excluding and super- 
seding individual energy, “ substitutes a less qualified 
“instrumentality for one better qualified, or, at any 
“ rate, substitutes its own ’mode , of accomplishing 
“ work for all the? variety of modes which would be 
“ tned by a number of equally qualified persons aim- 
“ing at the same end; a competition by many 
“degrees more propitious to the progress of im- 
“provement, than any uniformity of system.”^ 

^ “Principles of Political Economy,” J. S. Mill, book v. chap. xi. 
par. 6. 
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MUNICIPAL HOUSE-BUILDINQ 

(1) The ordinary trader concerns himself' but little 
with the e£fect*which the use or consumption of the 
goods supplied by him will have on the cons um er. 
He takes into consideration all the circumstances 
likely to increase the demand for his wares, and, 
consequently, to swell his profits ; but beyond this 
he does not trouble himself. In some cases, as 
regards the sale of electricity by municipalities, for 
example, the Local Authorities 'concerned regard 
the matter almost exclusively from the same point 
of view as the private proprietor; for they merely 
wish to meet such demands as can be met in 
a profitable manner. With regard to other muni- 
cipal enterprises, however, many other circum- 
stances have to be taken into consideration. In 
the housing question, it is not ^nough to study 
merely the actual wants or desires of the “con- 
sumers,” that is, in this case, of the would-be tenants 
or owners ; we must also consider what is for the 
moral and material well-being of the nation, and 
whether or no{ any of the necessafy expenditure 
on the hous&ig of the«pOorer classes should be met 
out of the public funds. But, as regards many of 

these questions, whatever may be the answer given, 

m • 
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the desired result can frequently be obtained quite 
as well by undertakings managed by private pro- 
prietors as by undertaking managed by munici- 
palities. A complete discussion of the housing 
question will, therefore, not here l|e attempted, and 
many very importaiy; subjects will be left entirely 
on one side. We are solely concerned with the 
choice between municip 2 d and piivate trade, and all 
that will here be attempted will be to epitomise the 
various arguments already discussed, and to show 
how they are applicable to the ho\ising question. 
We shall thus briefly illustrate a' process which 
ought to be gone through in the case of every 
important trade before a decision with regard to its 
municipalisation is Anally adopted. 

(2) But even this portion of the subject cannot be 
very briefly treated, chiefly because municipalities have 
undertaken the work from very different motives, and 
in very difierent 'degrees. As to their motives, the 
three main influences at work have been the desire 
in some quarters to make the municipal ownership 
of houses a stepping-stone to Socialism; the desire 
to erect new houses for the accommodation of the 
inhabitants of any cleared insanitary area, and thus to 
minimise tiie suffering inevitably inflicted on them ; 
and the desire to meet any alleged insufficiency 
in house accommodation by building on hitherto 
unoccupied areas. The uSe of the housing question 
as a socialistic weapon may here be dismissed with 
the single remark that it is a dangerous weapon 
where municipalities supply houses, at lower rents 
than those .which imassist^ private firms have to 
charge, tlie inevitable loss being made up by 
ta^cation. A frl$e impression is thus created 
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amongst the uneducated as to the advantages of 
socialistic systems. 

(8) In the management of house property, land 
agents or rent collectors, \^orkmen, builders, archi- 
tects, and land |surveydrs or experts have to be 
employed; and one or all of^ these trades may be 
municipalised, y^hen houses are built by munici- 
palities and are sold directly they are Completed, 
all these industries come under public mana^ment 
except the last mentioned, namely, that ofrthe rent 
collector. When thb municipal builder is allowed 
to make whaf would be teimed sub-contracts in 
private trade, the services of the municipal workman 
can be more or less dispensed with. When the 
whole operation of building is done by private con- 
tractors, no ihunicipal builder need be employed. 
When there is a competition for the design of the 
houses to be buHt, the* municipal architect’s work 
becomes that of selection merely. • When tlie opera- 
tions are confined to areas where rebuilding is 
obligatory under Acts of Parliament, the services 
of the municipal land expert, or, we might perhaps 
say, of the municipal land speculator, are not so 
much in request. Thus municipalities may under- 
take housing operations in different ways or degrees ; 
and, if this is borne in mind in thft following discus- 
sions, it will be seen that the greater the number of 
trades municipalised, the stronger are the arguments 
against this form of municipal trading. 

{4) Before considering these arguments against 
municipal trading, the arguments in •its favour will 
first be discussed. Where there is a monopoly, 
so it is urged, there must the State step in and 
regulate trade ; and the surest way of regulatipg 

X 
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teide is actually to manage it. Water supply is 
an absolute monopoly, and water supply should 
therefore be mimicipalised. House property in 
towns is also an absolute monopoly, and such 
property should, so the argument ^runs, also come 
under public management If this contention be 
sound, it obviously joints not oi^y to Municipal 
Trade in the housing of the working classes, but also 
to the* complete nationalisation of all real property. 
But these is a fundamental distinction between 
water supply and house-building which is alone 
sufficient to prevent conclusions arrived at in the 
one case from being necessarily applicable to the other. 
The State cannot prevent water supply fiom becom- 
ing a monopoly whether that supply is in private 
hands or not ; whereas the State can, Without owning 
a single acre, do much to prevent the owners of land 
&om exercising the powers 'they thus acquire in a 
harmful manner. ' If the supply of land offered in 
the market for the building of workmen’s houses is 
inadequate, and if there is land which might be 
placed on the market if the owners were willing to 
do so, then the State could step in and force those 
owners to offer their land in the market at reasonable 
prices ; and it might, in my opinion, often be right 
for the Stat^ to ^ct in this manner. But the ‘point 
1 wish to bring out here is that the objections which 
could be urged against such a proceeding are no 
greater than the objections which can be urged 
" agmnst the compulsory sale of land for the purpose 
of municipal ^ouse-building. We ^ are not here 
concerned wjth questions c^iuiected wif^ the forced 
sale of land ; but we are bound to observe that any 
objectionable land monopoly can be broken up 
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exactly as well witiiout the aid of Municipal Trade 
as with it. In this stage of the discussion it would, 
perhaps, be more legitimate to aver that the Stote 
could always ensure private trade having as good 
an opportunity fs Municipal Trade of meeting the 
demands made on it. The remaining question is 
which can best |ueet that deftiand. 

(5) No doubt, ^t has fifequently been Urged tnat 
facts prove incontestably that in many cases private 
enterprise is incapable of supplying the needs of the 
people in the^ respe^. In certain cleared insanitary 
areas in Ijivefpool, for example, when the muni- 
cipality was legally bound to see that a certain 
amount of house accommodation was provided for 
those dispossessed, and where the sites were incon- 
venient for teAements, the city felt obliged “ to take 
“ in hand those sites, because a private speculator or 
“ builder would npt undertake to build dwellings of” 
a suitable class.' Obviously the reason why specu- 
lators refused to come forward was that they anti- 
cipated that the enterprise would be unremunerative, 
a subject on which, generally speaking, they are better 
able to form a judgment than any elected body. 
After carefully estimating their probable loss on any 
such rehousing operation, kas the municipality of 
Liverpool ever offered to give an £qual* amount as a 
bonus to any private firm who would undertake the 
work and take tfie risk connected with it? Until 
some such experiment has been tried and has failed, 
it is useless to urge the necessity of Municipal 
Trade on the ground that private traders will not 
come forwaAl ; for on An&ncial grounds,«at all events, 
the objections to the payment of a bonus to private 
\ M.T.K, Qs. 2264, 2271, and 3674. ^ 
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firms out of the rates is no greater than the objection 
to covering losses made in municipal trades by pay- 
ments out of the public revenues. 

(6) Again, it has been*’ urged in favour of munici- 
pal house-building that a better class^ of dwelling vdll 
thus be supplied and that the material and moral con- 
dition of the people w^l consequen^y be raised. If 
this fact c6uld be established, the '’logical conclusion 
would Ibe that every house, or, at all events, every 
workman’s house, throughout the land should in 
future be built by the State. To thq^e who reject 
such a socialistic conclusion, but whd, nevertheless, 
urge that certain classes requiring special treatment 
might be assisted in this way, it should be pointed 
out that the choice lies between municipal building 
and private huilditig under State regulations. No one 
doubts the necessity of enforcing some regulations 
with regard to house-building, publjc or private ; for 
the case for sanitaty control is overwhelming. But 
the advocates of Municipal Trade must show that 
there are certain desirable regulations which, if 
imposed on private builders, could not be enforced, 
whilst the required results can be obtained when 
the houses are built by municipalities ; and this has 
not been demonstrated. It is true that restrictive 
regulations may eiake private house-buUding un- 
profitable ; but this, as we have just seen, would not 
tell in favom of Municipal Trade, which for tbe same 
results would be equally unprofitable. It should, 
'moreover, be noted in connection with this subject 
that all regulations, the enforcement /}f which is in 
the hands of municipalities,** are somewhat more 
, likely to be strictly enforced in the case of private 
tra^e l^an in the case of Municipal ’X’rade. Police 
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controlled by Local Authorities, for example, would 
be somewhat more tempted to overlook the tailings 
of mimicipal employ^ in charge of municipal 
lodging-houses than the* similar shortcomings of 
private lodging|house keepers. To deny that there 
is any force in this contention is to deny that 
Municipal Autijorities are guided by ordinary human 
motives, and cons^uently liable to fail like mortals. 
The plea for municipal house-building cannot, in fact, 
be sustained on the ground that healthier houses can 
thus be erected. • 

(7) The l&t argument in favour of municipal 
house-building that will here be noticed is that 
founded on the alleged good example which would 
thus be set to private builders and owners. It may 
with truth be urged that what may be called 
experimental house-building is costly, and that 
private owners wjll not always be ready to undertake 
such work ; though up to the preSent time far more 
has been done by private philanthropic effort than 
by municipal enterprise in this direction. To 'spend 
public money in order to ascertain what are the best 
types of houses to suit the poorest classes may be 
perfectly legitimate. But it is to be noted that such 
experiments necessitate the employment of no 
municipal employee besides the municipal architect ; 
because, after the^ plans have been drawn, the actual 
bviilding may be let out to private contract. More- 
over, the erection of comparatively few houses of any 
particular description wiU be sufficient to ascertain 
whether the .t 3 rpe answers the required purposes 
or not. ^hus the employment of the municipal 
architect to a moderate extent in experimental • 
house-building may be advantageous ; but beypnd 
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this municipalities can do nothing in the way of 
setting a good example. With the object of nusing 
the status of a certain class of the community, a 
Local Authority may brect dwellings of a kind 
superior to that to which they have Ijeen accustomed, 
with the hope that that class will occupy them. No 
good can, as a rule, come of such ^efforts. Houses 
built by mVinicipalities prdbably, as we shall see, will 
not be occupied in the way desired, and no change 
will be produced in the type of house built by private 
builders for the class whose donditi^^n the muni- 
cipality intended to improve. Philanthropic owmers 
and companies have been the first to introduce many 
reforms in house-building for the poorer classes; 
whilst commercial private house-building is guided 
by economic principles, and not by examples, bad or 
good. 

(8) Turning to the arguments against Municipal 
Trade, the first to* be noticed is one which has been 
freely used on political platforms. Under Part I. of 
the Housing of the Working Classes Act, Ijocal 
Authorities, when clearing away houses in insanitary 
areas, are obliged to provide accommodation for a 
large number of persons in the vicinity. The object 
of this provision is that dwellings should be provided 
for those displaced^ thus as far as possible lessening 
the suffering due to this compulsory displacement. 
But from all sides, from London, Edinburgh, 
Liverpool, and Birmingham, we hear that but few 
of the dwellers in the demolished houses ever 
find their way •.into the new dwellings erected for 
their accomm^tion.* It 'is,* therefore, urged that 
these municipalities, when they have built houses 
• ^ See 21st October 1902. 
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under the conditions imposed on tii^rn by this Act, 
have ahnost entirely failed to attain the object 
apparently intended ; Yind that municipal trading 
must therefore be condemned on this account 
(9) There wre, however, several serious flaws 
in the foregoing argument. In the circumstances 
named, municipalities are boAnd to see that houses 
are erected whe^Mr they wish to do so oc not ; and, 
to make good the case agdnst Municipal 'Ikwde, it 
would be necessary to prove that better accom- 
modation would Jhave been provided for the 
individuals <fi§placed if municipalities had entrusted 
the work to private firms instead of undertaking 
it themselves. I doubt if this has been actually 
demonstrated, though it may be true. It is, how- 
ever, even ncfbre important to note that the above 
argument assumes that a municipality oitght to 
rehouse the same individuals that it dehouses. But 
is this the case? The inhabitants of slum areas, 
with whom we are now solely concerned, are of the 
poorest classes, and are accustomed to living in the 
poorest and worst of dwelling-places. When they 
are displaced they will not pay a rent higher than 
that which they have been paying. They are, in fact, 
certain to drift away into the worst accommodation 
thal is to be found in the neighbourhood. To find 
them all swarming into a new group of houses would 
therefore lead dhe to believe that these were the 
worst dwellings, old or new, to be' found in that 
neighbourhood, a belief which would hardly be a 
subject for rejoicing. Moreover, in many of these 
slum areas we have arsons of the lowest type 
crowding together ; and, when this is the case, it is 
positively advantageous that these communities 
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should be broken up, and that the individuals com- 
posing them should be forced to scatter themselves 
amongst the more reputable inhabitants of the better 
built areas. In fact, in rehousing operations con- 
sequent on the destruction of slums, the dehoused 
are never largely rehoused in th^ new buildings, 
whatever be the agency employed in their erection ; 
the consequent scattering, of thei Lid communities 
is in certain respects beneficial ; and even if it were 
not so, the facts disclosed would tell us little as to 
the relative merits of municipal^ and private trade.* 
(10) But the difficulties connecteh with these 
rehousing operations have, nevertheless, a very 
important bearing on municipal trading. One of 
the main difficulties is that a loss must frequently 
be incurred; a loss which must be made good out 
of the rates. In cases in which clearing opera- 
tions can be done at a profit, the work will often 
be undertaken by, private speculators, without the 
aid of any Act of Parliament ; and it is only where 
a loss is inevitable that municipalities certainly 
must step in. This loss may be due to various 
causes. Very often the number of persons rehoused 
is less than the number dehoused from the same 
area, and rents cannot be raised in proportion to 
the diminution in numbers. Slums again are, often 
built on leasehold ^property, and, when the leases 
fall in, the private owners, if left: alone, would erect 
on the cleared areas manufactories or other buildings 
'which would yield far higher rents than tlie de- 
’stroyed tenements. This prospective increase of 
value influences 19ie price wUc^ has to be paid for 
the land when* bought under the provisions of the 
‘ ■ M.T.R., Q. seta. 
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Housing Acts; and, as it is generally impossible to 
get an increased rental if workmen’s houses are 
built on the ground, the operation must involve a 
loss. The entanglements ofi interests due to the 
fact that there are many owners and many leases 
and sub-leases tirminable at different dates may, 
perhaps, make clearing operations, even if they 
would be profifable, almost impossible exc^t 
under the Housing Acts ; and the full enhanced 
value might never be realised as long^ as the 
properties remained in private hands. But it would 
be difficult to*«reduce the price to be given when 
property is compulsorily purchased on this account 
if the valuation is to be made in a judicial and 
equitable manner. In fact, compulsory rehousing 
operations must generally involve some expenditure 
of public money.* 

(11) The foreming conclusion may be stated 
in a somewhat mfferent manner. If what has 
been said is correct, much the same results as those 
obtained by municipal housing operations on cleared 
areas would have been obtained if the matter had 
been left to private trade, and if Parliament had 
forced municipalities to offer bonuses to workmen 
to induce them to live in certain definite localities 
from •which they or other workmen had been dis- 
placed. No greater burden would have been 
thrown on the ratfes; private enterprise would have 
been remunerative; and it would’ have been 
voluntarily undertaken. In Liverpool it appears 
that the rents 9 btained for municipal dwellings are 
as much as* 6s. a woek* a room, or 88 per cent, 
less than the full commercial rent obtainable ; ‘ and 
> Qs. 2293, 2298, 3652. * Ibid., Qs. 2277, 2293. 
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this may be regarded, therefore, as the bmnis to 
the tenant One of the most serious evil effects 
of this bonus system is that it keeps down wages. 
Workmen are tiius induced to refrain fix>m moving 
away into otha* neighbourhoods ; the supply of labour 
in the crowded vicinities is keptVp; and a rise in 
wages, which wouldr o^erwise probably take place, 
is thus prevaited. Now there ar^ many who think 
that '■the most hopeful step towards solving the 
housing^problem in London and in other large cities 
would be to induce the owners of manufactories 
to. move their establishments fiK)m the centre 
outwards. Those who talk lightly of such an 
undertaking have evidently not realised the 
enormous difficulties which would have to be 
overcome in the case of large manufhctories. These 
difficulties are, however, fer less formidable in the 
case of trades not involving the use of much fixed 
plant, and something may be done in this direction. 
But it is obvious that any proceeding tending to 
keep down wages in any district would produce 
an opposite tendency to that desired ; for it would 
tend to make manufacturers less willing to move. 
In fact the letting of houses in central crowded 
areas at unremunerative rents acts as the award 
of a bonus ' both to the manufacturer and fo the 
workman to induce them to remain there per- 
manently.^ 

(12) Thus Pariiament directs municipalities to 
clear away houses in insanitary areas, and to give 
bonuses both to workmen to re-sett|e in these areas 
and to mimu^acturers to maintain iheir manu- 
fiu!tories in thdr vicinity. This is done in spite of 

^ Sm QtunUrhf Review^ April 1901, Hounng Qaeition,’’ 
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the &ct tiiat these are usually the very districts 
where circumstances most tend to make human 
beings hejsd leather. Does this seem a hopeful 
method o^ontending against the evils arising from 
the overcrowding in the centre of our great cities? 
In answering thi^ question it must be remembered 
that the object which Parlian|ent apparently had 
in view in orderidgi these rebuilding operations was 
to mitigate the sufferings of those displace<i; 
object which is seldom satisfactorily attained. Does 
not this point to thp advisability of relad^ing the 
obligation to ^build workmen’s houses on the 
cleared areas ? Local Authorities should know 
better than Parliament what amount of suffering is 
likely to result from any proposed clearing scheme, 
and they should be allowed to judge as to the 
necessity of rehousing those displaced. 

(13) Building workmen’s houses at a loss is a 
very doubtful expedient at any tiipe, and, if more 
discretion were allowed to Local Authorities, it 
would be less often insisted on. And it is this 
compulsory unremunerative building which has in 
large measure caused municipalities to take up this 
trade. The idea of giving a bonus to private 
builders is either unfemiliar, or it is thought to be 
objectionable by those who have no^ thoroughly 
considered, the matter; and the^act that private 
companies are unwilling to imdertake these com- 
pulsory rehousing operations without such a bonus 
serves as an excellent popular argument for those 
who advocate Municipal Trade. Few of those who 
are told that private fpde is a failufe ever realised 
that private proprietors could be indudbd to do all 
that is needed at no greater financial disadvantage 
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to the community than that resulting from Muni- 
cipal Trade. Thus, if Local Authorities were 
given greater freedom in' the matter of rehousing 
operations, there would probably be less municipal 
house-building. 

(14) In the foregoing discussion it has been 
tacitly assumed thaC the cost of housing operations 
would be the same whether the work was done by 
private firms or by Local Authorities. This is not, 
howevey, likely to be the case. In the first place. 
Local Authorities are much less likely than private 
owners to be guided by the possibility of earning 
the necessary rents when deciding on the class of 
house to be built or the accommodation to be 
provided. For example, in cities given to municipal 
enterprise, the question has arisen whether a hot 
and cold water service should be supplied all over 
workmen’s tenements. “ The answer in earlier days 
“ was : Certainly, if the tenant is willing and able to 
“ pay for it. Under a municipal monopoly this will 

be settled by public debate and impassioned appeal 
“ to the eternal fitness of things.” ’ If such infiuences 
are at work, obviously they must tend to make muni- 
cipal dwellings dearer than those built by private 
firms in the sense of being less remunerative. 

(15) But» even when exactly the same i^ults 
are aimed at by private and public traders, enterprises 
undertaken by the latter are likely to be more costly. 
Reasons have been given in a previous chapter for 
believing that, on the average, works managed by 
private proprietors will be less expensive than those 
managed by. municipalities, and these* reasons are 
all applicable to the case of municipal house build- 

‘ QmuUrlig Bevitw, April 1901, p. 447. 
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ing. It is not, therefore, necessary to repeat them. 
It may, however, be worth pointing out that 
the more the elected authorities take the work 
into their own hands the* greater will be the 
probable excess of expenditure over the private 
trade standard. I^ directors are, as a rule, better 
men of business than councillor!, they will exhibit 
their superiority m •their choice of building sitgs, 
and in their negotiations in connection with the 
purchase of land. Thus, even in cases « where 
municipalities do no* more than buy estates and 
let them out or •sell them to private builders, the 
gross profits are not likely, on the average, to be 
quite so great as those obtained by private companies 
undertaking exactly the same work and managing 
the whole busiifess from start to finish themselves. 
If municipalities keep more of the management in 
their own hands, tjien nfore serious influences will 
come into play. Municipal salaries are, on the 
average, lower than those which private firms find 
it pay to give ; and, even where no other municipal 
employees besides municipal architects and municipal 
clerks of the works are employed, some harmful 
results may arise from the employment of slightly 
less skilful officials. Again, when houses are 
designed 'by municipal architects apd then put out 
to contract, tenderers from the local government 
area electing the body in whose hands the decision 
rests are likely to receive very favourable considera- 
tion, a form of “protection” which is certain to 
raise average prices and to cause the work to be 
more costly. 'Where the work is ac^jly executed 
by municipalities, the excess of expenditure over 
the private standard is, for several reasons, likely to 
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be still greater. In the first place, there must be 
periods during which a works departmoit has little 
or nothing to do, fund the tact that municipalities are 
unable at such times to tender like private firms for 
any ordinary building operations ^ in the neighbour- 
hood or elsewhere must make all the enterprises 
undertaken by theifi more costly; for, in addition 
to a normal share of the curreiit expenses, a share 
of these expenses incurred during these idle or 
partially, idle times should also be charged against 
each separate municipal undertaking. Then, again, 
where no work whatever is put out^ to contract, and 
where all the workmen are consequently municipal 
employees, the cost will be considerably increased 
because, on the average, the wages paid will be 
higher, the hours of work shorter, and the dis- 
cipline less strict. Lastly, in these circumstances, 
the Local Authorities concerned will occupy the 
dual positions of inspector and inspected ; and 
this must not only, as has already been pointed 
out, tend to make the work inferior, but must also 
add to the cost; for there will be a tendency for 
municipal borough engineers, sanitary inspectors, 
and clerks of the works not to point out the short- 
comings of municipal architects, foremen of works, 
plumbers, and otl^er employees as keenly av if these 
same men were in private employment. In some 
cases, in all probability, municipal housing opera- 
tions are conducted more economically and better 
than the work executed by many private companies ; 
but the for^ojng are all reasons for believing that, 
judged by fveirage results, f>rivate hbuse-building 
is less eostiy. 

( 16 ) In tryii^ to ascertain whether municipaUties 
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have made a profit or a loss m any ci their trading 
entojHcises, and whether that profit or loss would 
have been greater or less* had the work been as fiur 
as possible 1^ in private hands, it would, without 
doubt, be far more satisfactory if we could put 
aside all abstract 'reasoning like that discussed in 
the last paragraph and merely look to actual facts 
and figures. Littletthoroughly reliable information 
is, however, available. According to the Local 
Government Board Return for the four year% ending 
March 1902, the total capital provided by mujiici- 
palities for wo%ing-class dwellings was ;£1 ,268,592, 
whilst the average gross profit was £16,518. Judging 
by these figures, municipalities undertaking similar 
work ought to exj/ect to lose about 8 per cent, on 
the money thtft invested until the debts thus in- 
curred were paid ofT, a conclusion which, as far as 
it can be relied oq, confirms the belief that losses 
on such operations are inevitable as the law now 
stands. But in trutli British experience has been 
too short, and the operations not large enough to 
afford any conclusive evidence; and many reasons 
have already been given for doubting the accuracy 
of the figures contained in these returns even when 
they refer to long established trades. One of the 
results «f these housing operations having only 
recently been initiated is that a considerable pro- 
portion of the e^^nditure incurred is probably 
represented by unfinished houses, thus' making the 
loss appear unduly great But, with regard to 
othor elements, of doubt connected with these 
returns, nearly all of them make {^bable that 
the prospective loss indicated by them is too small. 
Fot example, when new houses rare let, the profits 
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are often shown as being greater than they should 
be; because the “cost of repairs becomes very 
“great as buildings get older,” and the amount set 
aside for futm% contkigencies is apt to be too 
smalL^ As a fiu:t, nothing wlmtever appears in 
this return under the heading of depreciation of 
houses, an omissio'^i which may be due to its 
b^g otherwise entered in the municipal accounts. 
It is viot necessary to recapitulate the other reasons 
mentioi^ in chap. viii. for believing that these 
statistical records give a too hopeful impression. 
One special source of error is, however, of sufficient 
magnitude to be worth separate notice. “ Mr 
“Wallace Bruce, Chairman of the Finance Com- 
“ mittee of the London County Council, recently 
“ stated, in introducing his budget, that two proper- 
“ties for clearance recently purchased for £240,000 
“were valued for rental aS workpien’s dwellings at 
“£50,000, the difference being thrown upon the 
“ rates.”* Again, from the Times report of the meeting 
of the London County Council of 20th November 
1901, we learn that “the Improvements Committee 
“ further reported that the Council had acquired a site 
“in London Fields, Hackney, for rehousing about 
“ 486 persons who would be displaced by the Mare 
“ Street improvement. The value of the land was 
“ £1250, but the Housing Committee could not afford 
“to pay anything for it, and, fof reasons similar to 
“those in the Southwark case, the Improvments 
“Committee recommended the Council to fix the 
“value of the land for rehousing purposes at nil.” 
When impojrt^t items of expenditure are in this 

> M.T.R., Qa. 2293, 3708, Sir T. Hughes. 

* Jovr. oftheEoyoil Stats. Soe.^ June 1901, p. 207, Mr John F. J. Sykes* 
paper. 
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way deliberately entered in the wrong place, munici- 
pal accoimts are worse than useless ; they are 
positively misleading.^ 

(17) It appears, therefoA, that we cannot get 
reliable statistical^ evidence as to the losses incurred 
by municipalities in their building operations. But, 
even had we been able to get the required informa- 
tion, it would not have sol ted the probledi; foiyin 
order to'compare the merits of public and private 
trade, we should, in addition, require to kimw what 
would have bgen tho .financial results of the same 
undertakings if* they had been executed partly or 
whoUy by private enterprise. This latter half of 
the enquiry is per^ps the more difficult of the two ; 
for it necessitates estimating what would have been 
the cost of erecting tenements exactly similar to 
those built by Local Authorities if the work had 
been entrusted ta private enterprise. The actual 
cost of erecting buildings of pr6bably somewhat 
different types by private trade in different places 
would have to be taken as the basis for any such 
estimate. The difficulty of comparing the cost of 
supplying gas or electricity or of the working of 
tramways in different localities has already been 
noticed; and, although the problem may be some- 
. what easier in the case of house-buildidg, yet there 
are many elements to be considered which are 
difficult to allow *for. Wages and ^he price of 
materials vary much in different places and at 
different times. The value of land and the 
expenses connected with its purclpise, and with 
clearing opeAtions generally, make ^ tcomparisons 
somewhat uncertain ; nor is it easy to make accurate 

» M.T.K., Q. 3662. , 

T 
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allowance for the differences in the size or the 
construction of different buildings. In London, 
where some of the public works are undertaken 
by the Municipal Works Department and some by 
private firms, the comparison b^ween the two 
would at first sight appear to present less difficulties. 
The cost of any proposed dwelling^ is estimated by 
the Municipal Authorities, and fhe Works Depart- 
ment lias generally been given the option Of under- 
taking the work at that price. If they “cannot 
“ build it for the money,” then it js put out to 
contract. Thus, in this instance, "as in flie case 
of electrical undertakings, the contractors only get 
the “ leavings,” and this makes it almost impossible 
to compare the financial results of private trade 
with the results obtained by its more fortunate 
rival.^ Nor does any comparison between the rents 
actually charged by municipalities and private 
companies really enlighten us any more. The 
following table is, no doubt “instructive as show- 
“ing the comparative weekly rentals and the com- 
“parative areas of rooms in trust dwellings and 
“municipal dwellings respectively:”* — 



AREA m SQUARE FEET. 

WEEKLY RENTS. 


Lfiving 

Booms. 

Bedrooms. 

One 

Boom. 

Two 

Booms. 

Three 

Rooms. 

Peabody Trust 
Heme Hill . . 

158 to 180 

117 to 182 

8. d. 

3 6 

s. d. 

6 0 

5 . (t, 

7 6 

Stamford St. . 

122 to 177 

114 to 125 

3 0 

6. 0 

6 6 

(now) 

Guinness IVusi/ , \ 
(latest) 

L.C.d (latest) > . 

^140 to 160 

154 

100 to 126 
‘ 97i 

2'lOi 

6 0 

4 9 

6 6 
to 7s. 

5 9 

8 0 
to 9s. 


M.T.R., Q. 3726. Tmes^ 2nd April 1902, 
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Clearly, if these figures can be taken as a guide, 
municipalities charge the higher rents. But the 
London County Council’s houses were probably 
constructed at a later difte when the cost of 
building had increased greatly ; and the many 
varying circumstances make it almost impossible 
to judge in which case the ‘rent represents the 
largest return on* the capital invested. We cannot, 
in fact, % form any satisfactory estimate of* what 
would have been the financial effects* to the 
tenants or op the • piunicipal revenues had the 
whole of the Vork connected with "necessary re- 
housing operations been entrusted to private firms. 

( 18 ) If accur£^ statistical information is not 
available, it is obAaous that we must rely in forming 
our conclusions on a common-sense consideration 
of all the circumstances of the case. If the house- 
building problem* is examined in this ' way, it 
appears highly probable that muilicipal work will, 
on the average, be more expensive than private 
work, and more expensive in proportion to the 
extent to which the various operations are under- 
taken by municipal employees. If this be the case, 
what is gained by placing this work in municipal 
hands ? Where the work is necessarily unremunera- 
tive, the award of a bonus to ^rivatb traders to 
induce them, to undertake the work would be a 
cheaper way of getting it done than entrusting it to 
a Works Department. On the other hand, where 
the work can be undertaken at a net profit by 
municipalities, •an even greater pyofit could be 
secured to the public by placing the work in 
private hands, suitable rentals being charged. The 
prospect of profit or loss is perhaps not t^e 
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most important side of the question to hold in 
view; but whatever weight should be attached to 
the financial results, that weight tells in the balance 
against municipal house-building. 

(19) As to the other arguments for and against 
this branch of Municipal Trade, the advantages 
are certainly far out' weighed by the corresponding 
disadvantages, the mosto importmii of which have 
yet to' be mentioned. These are the increased 
probability of municipal corruption, the lessened 
probability of houses of thQ«requir^ type being 
built, and the harmfiil indirect effJfccts on private 
trade which are thus produced. And in consider- 
ing these objections it is to be noted that we are 
not now discussing the adoption of some completely 
socialistic system. It is not necessary here, there- 
fore, to enlarge on the feelings of the workman 
either when dissatisfied with his dwelling, or when 
evicted, possibly ' because of the non-fulfilment of 
some pedantic municipal regulation, should he 
find the municipality the sole landlord to whom 
he could apply. The possibility of civic tyranny 
in these circumstances is obvious. Neither is it 
necessary to discuss at length either the enormous 
municipal debt which would result from a municipal 
house-building m 9 ;nopoly, or the deadening “effect 
of such universal State management.- As to 
this latter point, governing bodies, being few in 
number and g^erally tending to become stagnant, 
are certain not to meet the very varied require- 
ments of the ^difierent classes as .satisfactorily as 
they can be met when tiie many"^^ competitive 
agencies of private trade are free to endeavour to 
meet the many demands made on them. Muni- 
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cipalities have frequently given satis&ction in the 
supply of gas and water; but the gas and water 
supplied in each locality are only of one kind; 
whereas, not only are ^ere a great number of 
different types of houses required, but the types 
are constantly varying. “When an improvement 
“ is suggested to the authorit}* which has secured a 
“monopoly of tfuMding, it twill say that the sc%le of 
“ accomsuodation has been carefully considered, and 
“that the Council sees no necessity for an altera- 
“tion of the^estimat^ and sanitary rules laid down 
“ by its thorotl]§;hly competent staff of surveyors and 
“officers of health.”’ These considerations indicate 
that very harmful results would follow even if only 
one class, the working class, were to a large extent 
housed by elected bodies ; whilst, for all these reasons, 
the effect of the universal municipal ownership of 
dwelling-houses would Be appalling. 

(20) Here we are chiefly dealing with such partial 
house-building operations as are being actually under- 
taken by a few great cities, London amongst others. 
These operations are, as we have seen, of two 
kinds: those undertaken under statutory requirements 
on areas from which insanitary houses have been 
cleared; and those voluntarily undertaken for the 
sake of providing additional hoqso accommodation. 
As to the .latter class, we have seen that public 
bodies are as a rule very cautious in financial 
matters, and such operations will, therefore, only 
be imdertaken where there is little risk of the 
houses lying empty for long. ^ few spasmodic 
efforts ma^ be made * by municipalities in the 
direction of a bold house-building policy in suburban 

’ Quarterly Bemew^ April 1901, p. 446. 
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areas, a policy which is the one probably most 
conducive to relieving the over-crowding of the 
central districts; but, as a 'rule, private enterprise 
will be far more progressive where there is any 
risk. But private enterprise, even though on the 
whole more progressive, will in all circumstances 
be seriously checked by any competition or 
thresttening of competition by Local Authorities. 
Such Competition is not conducted on ev^ terms, 
the mun^'ipalities having such vast resources at 
their call. There is no certainty , that elected 
bodies will charge commercial rents'; and, if they 
do not do so, their houses will draw away tenants 
from their private rivals, even where the rents 
charged are as low as possible. ^In this way the 
difficulty of the already difficult problem of making 
the building of workmen’s houses a remunerative 
operation is increased, and capital, does not flow as 
readily as it otherwise would do in this direction. 
The consequences are obvious, and “every one,” 
writes Miss Octavia Hill in a letter to the Times, 
“who knows about the matter is aware that the 
“good building companies and the good builders are 
“not proceeding to meet the need of dwellings as 
“ they were doing before municipal action was talked 
“ of; their wOtk has} been arrested.”^ It has been esti- 
mated that “London Municipal Authorities within 
“the last fifty years have constnicted dwellings 
“containing 6132 rooms, and that, within the same 
“ period, trusts, associations, and companies in London 
“ have constructed dwellings containing 50,402 
“rooms.”* Brivate enterprise ‘has done vastly more 

‘ Jow. of the Royal Stale, Soe., Decembar 1901, p. 670. 

* Ibii., June 1901, p. SOI. 
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work even in London t|an municipal enterprise; 
private enteiprise has been checked ; and, in 
Lord Avebury’s opinion, “there can indeed be 
“ little doubt that there aro fewer workmen’s dwell- 
“ings now than there would have been if the 
“ municipalities lhad not built any.”' 

(21) Lastly, we have to* consider the general 
effect of muiflcipal house-building on* mu^cipal 
life, ^ere can be little doubt that such opera- 
tions inauce Local Authorities to study .the wants 
of the working clashes, and that some beneficial 
results will thus be produced. But ailments 
were set forth at length in chap. v. to prove that 
any great addition to the amount of work thrown 
on municipal bbdies tends, on the whole, both to 
lower their aVerage business capacity, and to lessen 
the amount of attention paid to their primary 
duties; and the^ argulnents all apply to municipal 
housing operations if extensively* undertaken. The 
same may also be said of the reasons already adduced 
in support of the belief that municipal corruption 
is less easily eradicated in proportion to the number 
of voters in the pay of the municipality. But there 0 
is in addition a special and very serious objection 
to municipal hoiise-ouming on the grounds of the 
comipt influences thus likely ^to bo brought into 
play. Lord Rosebery is reported to have spoken 
of the “wise discrimination in refusing tenants who 
“offered much more than the rents” 'which a certain 
Local Authority was prepared to accept.* Where 
there are an .“ enormous number of people who are 
“always Vatching .the rebuilding operations on 

* Jour, of the Royal State. Soc., December 1901, p. 570. ^ 

a M.T.R., Q. 1668. 
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cleared areas with the vii^w of getting accommoda- 
tion for themselves, is it likely that this “wise 
“ discrimination ” will always be used by the “ special 
“sub-committee” of a » body sharply divided on 
political lines without any reference whatever to 
the political leanings of the applicants?' Political 
corruption of the woxst kind is almost certain to 
arise^ befose long in these circumstances. There 
may be comparatively few municipal tempts at 
present ip any one city ; but these few are oftai 
concentrated in certain wa^s, and their votes 
would certainly be worth the trouUe of a little 
political “discrimination.” It is hardly possible to 
overrate the danger to our hitherto nearly un- 
spotted civic purity which must drise from muni- 
cipal housing operations on a large scale, especially 
if the houses are owned and not sold. 

(22) The arguments for and against Municipal 
Trade as they are applicable to municipal housing 
operations have here been summarised as an example 
of the way in which the municipalisation of each 
trade should be considered before a decision is 
reached. The conclusion arrived at in this case is 
that a certain amount of experimental house-build- 
ing, necessitating the employment of no municipal 
employee oth^ than the municipal architect, may, 
in certain circumstances, be very useiuL « As to 
ordinary municipal housing operations, they will 
probably stimulate the public bodies concerned in ar 
beneficial maimer to consider more in detail the 
needs of the working classes ; but, rf>n the other 
hand, these ppet^s can be as ^.well or better met, 
and at less cost by private trade ; extensive build- 

^ M.T.B., Q. SS78. 
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iag operations undertaken li Local Authorities will 
certainly lessen the work cone by private building 
companies in a most injurious manner; and the 
ownership of houses by public bodies will add 
greatly to the chances of corruption. Balancing 
these arguments, it appears that, as regards housing 
operations, a particularly strong case can be made 
against this worlif being largely entrusted to mujjici- 
pal.,empAwees. • 



XII 
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tSGlSLATION WITH REFERENCE TO MUNICIPAL 
• 

TRADE • 

(1) It has been seen that both> municipal and private 
trades are productive of harmful reshlts, and, before 
a final judgment can be made as to the general 
policy which it would be wise to adopt in future, 
it is necessary to discuss how fiTr it is possible to 
safeguard against these evils. Not merely should 
we compare Municipal Trade with private trade as 
they are seen to-day ; but we. should consider 
what legislation is advisable in the case of both 
kinds of industry, and we should compare a reformed 
municipal trade with a reformed private trade. Space 
makes it impossible to discuss fully all the questions 
which thus arise, and what is here said must be 
merely taken as suggestions of possible lines of 
advance rather than as definite proposals for reform. 

(2) Takifig M\micipal Trade first, it is necessary, 
before dealing with possible legislation' to make 
certain general enquiries as to what profits, if any, 
should be made by public bodies out of trading 
enterprises. “ Where there is no monopoly there 
“is clearly no reason why the profit should be re- 
“ stricted by i^ything except competition, or the 
“fear of competition.”^ But with monopolies this 

* Stotmmc Jowmal, March 1889, Edwin Cannaih, p. 8. 

• *« 
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is not the case, and, as proKts obviously depend on 
prices, the first question to oe discussed is the scale 
of prices which municipalities ought to charge for 
goods supplied by them in such industries. Accord- 
ing to the normal method of conducting Municipal 
Trade, the Local A uthority concerned buys or 
builds gas-works, for example, out of moneys 
raised by loan,* mid, at Ahe same time, makes 
arrangen':£nts for paying off the debt thus in- 
curred \nthin a given period. The d^bt may 
either be paid off gradually by instalments, tir a 
sinking fund fnay be allowed to accumulate until 
it is large enough to pay off the whole debt at one 
blow, as it were. Let it be assumed for the sake 
of simplieity, and not because it is necessarily the 
best system, that the sinking fund plan is adopted, 
and let our enquiry be as to the scale of prices 
which should be .charged, in the first place, during 
the debt redemption period, and, in the second 
place, after the whole debt has been paid off In 
the case of a loan being paid off by instalments, 
the arguments here used would still generally hold 
good ; though the change from one state of things 
to the other would, no doubt, be gradual and not 
sudden. 

(*3) In these days little needjbe said in order to 
show the necessity for the establishment of such 
sinking funds. In every municipal trade there 
must be some risk of a loss being incurred, a loss 
which may have to be made good out of additional 
taxation ; and this risk in some cases is very consider- 
able. If Idans for numkipal ti^ifig purposes were 
raised like commercial debentures, the profits and 
assets of the trade in question being the sole security. 
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no risk would be thrown/ on ratepayers as such. But 
public loans cannot be raised in this way; for sub- 
scribers would never come forward with their 
money unless they were granted powers somewhat 
similar to those which, enable shareholders to 
nominate their directors; unless, that is, it were 
possible for the bondholders to nominate the Town 
Coi^iciL ' Such an arrangement being out of the 
question, loans must be raised in such ^ way as 
to throw a risk on the ratepayers; a risk, the 
responsibility for which rests, primarjly with those 
ratepayers who had the right to ‘Vote when the 
Council which contracted the loan was elected. It 
is true that every such ratepayer, provided that he 
possesses no real property in the district, may at 
once escape all further responsibility, either volun- 
tarily by leaving the district, or involuntarily by 
death; a point which indicates an objection to all 
such loans. But' the majority will remain as rate- 
payers in the district for some time, and it is 
obviously their duty to see that the bm’den of the 
risk thrown on irresponsible newcomers is not un- 
duly heavy and that none is thrown on posterity. 
In short, steps should always be taken to insure 
the gradual redemption of loans raised on the 
security Of aH real, property in the district. 

(4) But should the price paid for goods made 
by municipalities cover these charges for sinking 
funds as well as the cost of manu&cture ? In 
England the price paid by householders for water, 
or the water-rate, is levied on soniewhat the same 
basis as ordinaiy riites; aSid*it would make but 
little diiforence if the whole cost of this service, 
sinking fond and all, were included in the ordinary 
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municipal expenditure. Ini the case of baths and 
wash-houses, the price ^d by the users is 
frequently insufficient to cover all the costs, and 
the difference has to be n\^e good out of the 
municipal treasury. Even if the whole cost of the 
sinking fund wefe thus ‘thrown on the ordinary 
ratepayer, such an imposition^ might perhaps be 
justifiable on the ground j:hat the whol^ body of 
the ratepayers are beneficially affected by" the 
increased wealth and cleanliness of a fraction of 
their number resulting from cheap bathing facilities. 
But, putting Wde tliese exceptional cases, is there 
any reason why any ratepayer should be forced to 
pay anything to a municipality on account of 
goods he has never received? Ratepayers do not 
all use gas, fOr example; and those who do not 
use it may be rich or poor. It is illegitimate from 
the point of vie^ of taxation to fine the . rich man 
because he is rich. “ It is equally illegitimate to 
“charge a poor ratepayer for a benefit which he 
“demonstrably does not receive.”' And both these 
legitimate acts must be committed if ratepayers, 
as such, are forced to contribute in any way 
towards the creation or maintenance of any muni- 
cipal trade which is not justifiable on the grounds 
of tKe benefits received from it by the general public. 
Thus the price charged shouffi cover all costs, 
including sinking fund charges ; and from this 
conclusion we arrive at a lower limif to the prices 
which should be charged by municipalities in the 
case of municipal trades which tend to become 
monopolies.* , . / # ^ 

(5) Thus we ,see that there are solid reasons 

^ Economic Journal, June 1901, Prof. W» Smart, p. 179» 
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against allowing ordinany municipal trades to be- 
come a burden on the latepayer. But is there any 
objection to allowing municipalities to make net 
profits out of such enterprises, net profits which 
would go to swell the public revenues ? If prices 
are raised above a certain level, thh result is similar 
to the imposition o$ a tax on the goods supplied ; 
and whether this is objectionable ' or not depends 
primarily on whether the goods in que^ion form 
a suitably or unsuitable subject for taxation. If 
water were sold by quantity,^ it would be one of 
the worst possible subjects for taxation, because any 
imposition would tend to reduce the quantity used; 
but, as it can hardly be said to be sold at all to 
ordinary householders, no very important question 
as to its taxation arises. As to thb other goods 
usually sold by municipalities, such as gas, 
electricity, and tramway • locomption, they are 
none of them very suitable subjects for taxation. 
But the revenue must be raised somehow; and, 
as there may be no other less objectionable 
methods of taxation available, perhaps no great 
objection fi:om this primary point of view can he 
raised against a very moderate income being drawn 
by municipalities from these sources. 

(6) But .other considerations besides these 
primary ones have' to be held in view •when we 
are dealing with municipal tfades subject to 
direct or indirect competition ; that is, in the 
case of all industries except that of domestic water 
supply. It is true that if a municipality could 
impose the s^mu fi^x on the^ goods made by its 
competitors as it can on the goo<^ made by itself, 

' no other question besides the suitability of th^e 
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goods for taxation would liave to be considered. 
But English municipalities cobnot act in this manner, 
and any tax imposed oh their own products will 
have the effect of restricting their sales, whilst no 
such restriction is placed on the sales of their com- 
petitors. If the price of the gas made by a muni- 
cipality, is raised so as in effect to impose a tax 
upon it, the ambunt manufactured will inevitably 
be diminijshed ; because the sale of untaxed eit, its 
indirect ^mpetitor, will inevitably be increased. 
No doubt an]^ increi|^$ of revenue thus made by 
the Local Authorities concerned would go to the 
reduction of taxation ; but the extra expense 
thrown on the community in consequence of the 
use of an increased quantity of untaxed and nor- 
mally more ’costly commodities would in all 
normal cases more than outweigh the benefits 
thus received; and thd net result would be an 
economic loss to the community^ But it should 
hardly be necessary to point out the unwisdom 
of municipalities taxing their own products in such 
a. way as to “protect” their rivals; a proceeding 
equally opposed to the tenets of protectionists and 
free traders. 

(7) Thus, on the one hand, prices should not 
be SO high as to amount to more •than a very 
moderate •indirect tax on the goods supplied by 
Local Authorities whilst, on the other hand, prices 
should not be so low as to throV^ any burden 
whatever on the unbenefited ratepayer. But 
besides this latter reason for regarding prices below 
a certain l6vel as b^ing obje^onfiblp, such low 
prices may in efQsct amount to the payment of 
a bounty to the consumer out of frm^ raised 
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general taxation. If th^ price of the goods supplied 
by Local Authorities is below the price at which 
th^ could have been obtained from private pro- 
prietors, and if the result is a loss which has to 
be made good out of taxation, the consumer gets 
what he could not get without' the intervention 
of the municipality, and the ratepayer pays an 
additional sum in rates ,which he would not other- 
wise 'pay. This is in fact a bounty to the consumer, 
and boi^nties can easily be shown to be^^objection- 
able. For example, if a municipality had owned 
gas-works before the introduction ofr* electric tram- 
ways, and if these works had been largely subsidised 
out of any public funds, very low prices might 
have been charged for gas, with the result that 
the erection of electncal works, and, consequently, 
the introduction of electrical tramways, might have 
been delayed or stopped. The disadvantages of 
the absence of electric tramways and of the in- 
creased taxation resulting from the low municipal 
gas rates would in all probability have more than 
outweighed the advantages of cheap gas. In some 
rare instances it would probably be economical 
to kill one trade in order to make another 
more prosperous ; and, when this is the case, 
the award of. a bounty would act beneficially. But 
these exceptions to the normal rule are so rare, 
and the danger of opening suclr a door so great, 
that it is practically far wiser to neglect them 
altogether. It may, therefore, safely be declared 
that bounties are uneconomical, and, as a conse- 
quence, that ^prices^should .not be so low in muni- 
cipfd trades as to throw a burden on the ratepayer, 
not only because the ratepayers would not all be 
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benefited in this way, bui also because the resiilt 
would be in effect the Wward of a bounty to 
consumers. 

^8) Thus both indirect .taxation and bounties 
are objectionable because they have, as a rule, the 
effect of allowing the niore costly product to have 
an undue advantage in the ^arket. This is the 
result we wish# tp avoid and if a municipality 
producing the same goods as a private .tfadei, 
and producing them at the same cost, not to 
have an undue advantage or be put to an undue 
disadvantage, %the goods made in the two cases 
must be sold at the same price. If a municipality 
sells at a slightly lower price, it may unduly dis- 
place privately made goods, even though they 
are slightly superior in quality. If, on the other 
hand, a municipality sells at slightly higher 
prices than the^ competing private traders, the 
latter may find themselves slightly “ protected,” 
even though their goods are inferior. Thus we 
arrive at the rule that, if the cost of the pro- 
duction of goods in public and in private trade is 
the same, the prices should be the same. The fore- 
going arguments with reference to directly com- 
petitive trades are ^o applicable with but slight 
modification to indirectly competitive, trades ; and 
it appeaiai, therefore, that in all municipal trades 
(again excepting domestic water supply) the price of 
goods should bear the same proportion to the cost 
of production as is the case in private trade. 

(9) Unfortiviately this rule, though simple in 
form, is not easy to ^pply; ^nd$ apiongst other 
difficulties which have to be discussed are those 
connected with rents. Private tramway companies. 
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for example, often paV large sums annually to 
Local Authorities for the privilege of running cars 
on certain routes; and, when these tramways are 
mvmicipalised, the question arises whether the rent 
which the Local Authority may then be said to 
pay to itself should any longer be included as a 
part of the cost of tl\e tramway service. To answer 
this question we should, in the iQrsi; place, enquire 
whether sums paid to the State by public companies 
owning monopolies should generally be/i regarded 
as indirect taxation imposed on the goods made by 
them or as rents paid for the privileges accorded by 
the State. Let it be assumed for the purposes of 
this enquiry that there are a number of candle 
manufacturers in indirect competition with a number 
of oil vendors. Now if the State were to approach 
the existing candle manufacturers and offer to give 
them a complete monopoly of the trade in candles 
on condition that, they would pay annually a certain 
sum for this privilege, in all probability the offer 
would be jumped at. But would this payment be 
a rent or a tax? If it was the intention of the 
candle manufacturers to amalgamate and to continue 
to sell their goods at tlie same price as heretofore, 
they certainly might hope to increase their gross 
profits by making those economies which' are 
nearly always possible when amalgamations take 
place; and, foreseeing these increased gross profits, 
they would be willing to pay a certain rent not 
hitherto paid. There is always waste in competition, 
and if the sum paid to the State mei’ely represented 
the saving dqe to tl^ abolition of this waste, it could 
hardly be called a tax. The State would gain ; no 
undue advantage would be given to inferior goods; 
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and no objection could be raised against this 
payment on such grounds^ But the candle manu- 
facturers would in all ‘probability raise their prices 
somewhat, a policy which might result in increased 
gross profits, even though there was a diminution 
in the sale of Amdles ^d an increase in the sale 
of oil. Thus, if permitted^ to raise prices, they 
would be willing to p^ a larger sum to the 
State; and any additional sum paid by tHem in 
these circumstances must be regarded, no| as a rent, 
but as a tax on candles. The candle manufac-turers 
would be Constituted as tax-gatherers, and the 
amount they would be willing to pay would de- 
pend, amongst other things, on the amount of the 
tax or increase of price of candles they were allowed 
to impose. ‘Thus of the total sum paid by tire 
candle manufacturers, part might be described as 
rent for the privileges* granted, and part as an in- 
direct tax levied on candles. • 

(10) On similar grounds the sums which tramway 
companies are willing to pay to municipalities should 
be regarded partly as rents for the privilege of having 
no direct rivals, and partly as taxation on loco- , 
motion. If the trade is in any case bound to 
become a monopoly, the former is unobjectionable, 
the* latter is not. No part of the sums paid should 
be regasded as rents for th^ privilege of going 
through the streets; for omnibus proprietors, the 
chief rivals of tramway companie!^ pay no such 
rents. Both tramway and omnibus companies pay 
the highway rjites ; tramways usually pay in addition 
the extra cost of putting down their* lines; and on 
economic grounds either neither party should be 
called on to pay imy other tax, whether concealed in 
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the form of rent or not, or both parties should pay it. 
Surprise is sometimes expressed at the amount of 
rent which tramway companies are willing to pay; 
but such surprise should ^vanish when it is perceived 
that the scale of prices permitted in tramway 
concessions may include a tax on Idcomotion which 
the companies merely undertake to gather. The 
fact that companies are grilling to pay large sums 
is absolutely no proof that it is wise to make them 
pay such cents ; that is to levy such indirect/ taxation 
in such a manner. In fact, if , the foregoing argu- 
ments are sound, htph rents should never be levied 
from companies owning concessions, reductions in 
prices or fares being insisted on in lieu thereof. 

(11) It is obvious that it makes no difference, 
from an economical point of view,' whether the 
managers of tramways, who pay rent to Local 
Authorities, are private companies or the Local 
Authorities themselves. The question of rent is 
not affected by municipalisation ; and it follows that, 
if it is not intended to tax goods supplied by public 
bodies, the amount of rent which should be included 
in the cost of production of municipal trades should 
not be more than the saving which it may be 
supposed could have been made by private com- 
panies on aceount of economies arising from “the 
prohibition of all direct competition if Ike works 
had not been municipalised. If a* rent larger than 
this sum be ihcluded in the costs of municipal 
trades, the additional sum obtained from the public 
to cover this additional cost will be, .in fact, a tax 
on the goods ,soM, the municipality being the tax- 
^galhraer. Unfortunately, these considerations are 
€^<%srivdy vague, and they merely point to the 
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inadvisability of Local Authorities . drawing more 
than very moderate renti from their commercial 
enterprises. Beyond this, all that can be said is 
that, if a municipality makes its trading enterprises 
pay to itself exactly tlie same rent that it would 
have extracte<f from private companies under a 
system of private trade, it» follows that in this 
respect Mimicipal Trade js no better and no worse 
than private trade. But municipalities, •in fact, 
never sllow any rent as chargeable against their 
municipal t^mwayj,or other enterprises; and these 
arguments imrst therefore be held to apply to such 
portion of their gross profits as ought to be regarded 
as rents payable to themselves. 

(12) The advocates of Municipal Trade have 
claimed that*the cost of production can be reduced 
by public management because of the low rate of 
interest chargedLon municipal loans, and that prices 
can therefore be reduced without injury to any one. 
This question has already been discussed. In 
chap. vii. it was seen that a priori reasoning led 
.to the conclusion that, if Local Authorities charge 
the same prices as private proprietors, the gains , 
would probably be on the average insufficient to cover 
any of the annual repayments of principal ; and from 
this it would follow that on iminicipalisation prices 
must be "raised, not lowered, if no additional charge 
is to fall on the imbenefited ratepayer. In chap^ 
viii. it was seen that the English LdSal Government 
Board Returns present the results of Municipal 
Trade in too* favourable a light ; but that, even 
thus view^, it a^^ars tha^ tlte «average gross 
receipts are only sufficient to cover the annual^ 
repayments of principal because part of the debt 
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has been redeemed. To absorb the net profits now 
actually made by English) municipal undertakings 
by a reduction of prices would be to expend, in 
the distribution of boiftities to the consumers of 
certain goods, the interest, on a fund which the 
ratepayers have accumulated out of the proceeds of 
additional taxation. • No doubt there are some 
industries *in which the gross pibfits are, and 
always iiave been, sufficient to cover the repay- 
ments of: principal and to leave a n’-t profit 
available for some public purpose, i^ut this net 
profit should not be absorbed by rf 'reduction in 
prices to below the level charged in private trade, 
because it should be regarded as a fund available 
to cover the losses which must bd made in other 
municipal enterprises. Thus neither theory nor 
statistics give any encouragement to the idea that 
prices can be reduced in niunicipal trades because 
of the low rate df interest charged on municipal 
loans. 

( 18 ) Again, it has been urged that the higher 
rate of wages paid in Municipal Trade necessitates 
and justifies a higher cost of production than that 
obtaining in private trades. But, if this be so, 
prices must then be higher in municipal trades 
than in private traces; and, in that case, any in- 
crease of wages above the normal level win amount 
to the payment of bounties to certain workmen 
out of the public funds. Even if it were possible 
to imagine a reason why such boimties should be 
given, there can be no reason whatever why the 
taxation necessary to enable^ them td be paid 
.should fall entirely on the goods made by the 
municipality itself. In fact, when it is seen that 
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any increase of municipal wages above the normal 
level might just as eqi^tably be paid out of 
general taxation, it will generdly be agreed that 
such a higher rate of wage;} should not be paid. ' 

(14) No very clear light, it must be admitted, 
has been throwif on the* question by this discussion 
on the prices which should |)e charged and the 
profits which sboqld be made in municipal trades. 
It can only be said that wages, though they^uglit 
not to l^e higher than those given iy private 
trades, will, as a fact, be higher, and that the gross 
receipts will Vhereby * be reduced. If no tax is to 
be imposed on the goods Sold by municipalities, 
it can only be said that but a slight rent, or profit 
equivalent to a rent, should be drawn or made 
from municip&l trades, and that, beyond this rent, 
probably no profit whatever should be made whilst 
the full interest^ and sinking fund charges have to 
be paid. It is true, however, that when competi- 
tion is very indirect, a slight tax on the goods 
sold will do but little harm; for a slight rise in 
the prices of gas, for example, would not materially 
increase the use of other less economical methods 
of lighting. We may conclude, therefore, that while * 
it is quite clear that no loss ought to be made, 
it fs not improbable that a loss will he made whilst 
all the debts remain unredeemdl ; and that certainly 
very little net profit should be made whilst all 
these charges have to be met, the wisest rule 
probably being to aim at making none^at all. 

(15) In the foregoing discussion, attention has 
been exclusively devoted to the#dej)t redemption 
period. A very different state of things will, how- 
ever, arise when the municipal trading debts aref 
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all paid off, and when it is no longer necessary to 
cover out of gross pro^^ any charges for interest 
and repa3rments of capital The arguments against 
ciiarging prices on a higher levd than those charged 
by directly of indirectly competing private firms 
still hold good in these circumstances. But, even 
if prices are maintamed at a commercial level, a 
net profit ^ual to these no longer i^ecessary charges 
will th^n probably be made, and the question arises 
as to wl^t should be done with this i|^t profit. 
Judging by English municipal undertakings, this 
question is not a small one; for, ' if after the 
redemption of all the debts the net profits were 
wholly devoted to, or absorbed by, a reduction 
in prices, the effect would be that prices would 
then, as compared with their present level, be 
reduced by about one-third on the average. In 
deciding whether the net profits , should be dis- 
posed of in this way or not, it is to be observ'ed 
that the operation of sinking funds for municipal 
trades may be regarded as, in the first place, 
a compulsory setting aside annually of a certain 
sum by the whole community, with the object of 
Mts being allowed to accumulate at compound in- 
terest; and as, in the second place, the invest- 
ment of this, sum in a commercial undertaking 
managed by the municipality itself. The opera- 
tion ceases when the whole value t)f the municipal 
enterprise has thus been covered ; and the question 
is whether ^e interest on this accumula^ fund 
should then be given as a bonus to the ratepayer 
in the form of % reductioiv of taxationf or as a 
bcmus to the consume in the ^orm of a reduction 
& pikes. The consumer may claim it on the 
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ground that the fund has been accumulated 
entirely out of mon^s p^d in by him; but this 
claim is only logical to the extent to which he 
has been forced to pay mom for the goods bougMt 
fix}m the municipality than he would, have had to 
pay if the trad^ had remained in private hands; 
in proportion, that is, to tbe an(jount of the indirect 
taxation thus paid* by hiim The ratepayer, on the 
other hand, may urge that the fund was, in /6ality, 
created t<j a considerable extent out pf addi- 
tional taxation drawn from him; and that, %vhere 
this was not? ‘the case, the municipalisation of 
the industry was, in fact, a' speculation in which 
it was he who stood to lose; and, the speculation 
having turned out successfully, it is he who 
ought to rea{f the reward. Perhaps the latter 
claim is generally the stronger of the two, in which 
case no reductiqp in prices should be made, and 
the net profits should all go to •the reduction of 
taxation. 

(16) Little weight wiU perhaps be attached to 
the foregoing argunient, and such questions should, 
without doubt, be settled on wider grounds. 
Taking the case of tramways, for example, it 
may be asked what harm would be done when 
the debts are all liquidated by reducing fares to 
such level* as just to cover all 'the cost incurred 
in the business ? * More persons would travel in 
tramways, and fewer persons woifid travel in 
omnibuses ; but would that be obje clj onable if 
the reason for. the increased use of the tramways 
was the lowness of the fiures? « If the tram- 
way companies could meet all future demands 
wi^out any increase of capital expenditure, there 
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would, it will be seen, be no economical objection 
to fares being reduced^ and to all the profits due 
to the redemption of debts being absorbed in this 
v/ky. But in all normal trades new capital will 
be required from time to time; and, whenever 
this is the case, there are seversh strong reasons 
why prices and fa^ in municipal trades should 
be kept up to the conpnercial .level even if large 
profits* are thus made. After the redemption of 
the municipal trading debts, municipal^ies could 
lower their fares by more than 20 per cent. ; but, 
if they did thus reduce their fares * to a level far 
below that charged either by private proprietors or 
by other municipalities with unredeemed debts, it 
would have a generally deterrent * effect on trade. 
After fares had thus been lowered, it ' would become 
very difficult to persuade the public of the 
necessity of higher fares * being .charged in any 
circumstances. A municipality acting in this way 
would in consequence be less willing to extend 
its tramway system into new districts ; because, in 
order to cover the interest and sinking fund on 
the new capital, it would have to face the odium 
of charging what would then be held to be un- 
reasonable fares. Private companies in the same 
neighbourhood would in similar circumstances "find 
it more difficult to get reasonable term» included 
in tramway concessions ; and both private and 
public enterpAse would thus be checked. This 
appears to. me to be a weighty reason . for main- 
taining that in the case of all monopolies the 
ratepayer, and not ^the consumer, shoifid get the 
benefit when the municipal debts ^are liquidated. 

(17) The same conclusion may also be reached 
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by regarding the matter from a more strictly 
economical point of view. \ Take the case of a 
town where there are ‘municipal gas-works, the 
whole debt for which has just been redeemed, .ana 
where there are also newly establii^ied electric 
lighting works, eifher private or public, and, if the 
latter, with interest and sinking fund charges for 
the full debt to tover; and, let it be assumed th'it 
the municipality is increasing its sales of gas (to its 
original customers and also extending its g«$ mains 
into new districts, w^jjst at the same time electric 
lighting operations, public or private, are being 
commenced over the whole area. The municipality 
would have to raise some new cajntal on account 
of the extensions of its operations in gas, and 
consequently to create a new sinking fund; but it 
might, nevertheless, be able both to make a con- 
siderable net profit and jflso to reduce the price of 
gas considerably, unless, indeed, the new operations 
were very extensive. But a reduction of prices in 
these circumstances would be equivalent to a part 
of the interest on an accumulated fund being given 
by the municipality as a bounty in the form of a 
reduction of prices, not only to their original 
customers as regards their original supplies, but also 
both to the same customers for additional supplies 
and to aH new customers in the newly opened 
districts. In this manner gas might be so reduced 
in price that it would cut out eibctricity even 
where electricity was more economical ^y;^in any 
other way preferable. Neither private nor new 
municipal electric lighting wojfks 'would have an 
accumulated fun<^ from which bounties could be 
drawn, and they would not, therefore, be competing 
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on even toms. It might, perhaps, be argued that, 
if such a reduction in/ the price of gas were made. 
Local Authorities would find that any increase of 
'Consumption necessitating new capital would reduce 
their net pisofits; and that, consequently, no such 
increase would be sought for. Ttiis answer has, no 
doubt, much truthrin it; for a reduction in price 
below a certain level hfui, as wa have already seen, 
a tendency to check progress. But municipalities 
cannot «as a rule refuse to extend the/r business, 
and, moreover, they would .ffequenljly fail to per- 
ceive that such extensions were not remunerative. 
Progress, in fact, cannot and will not be checked; 
and, if it could be checked, nothing would be 
more disastrous. Again, it might perhaps be 
suggested that the evil economic effects under 
consideration would not be felt if consumers were 
charged such a price for any additional supply of 
gas as would cover the interest and sinking fund 
on the additional capital required. This is perfectly 
true. But the suggestion would be ftitile because 
it would be difficult to charge different prices in 
different areas, and practically impossible to charge 
different prices to different householders on account 
of the different dates at which additional supplies 
were obtained. In fact, if municipalities are never 
to give a bounty which might have th6 effect of 
maintaining an obsolete trade in existence, the 
rule must be 'diat the full commercial price should 
alwajrs be.,charged in municipal trades. Taxes and 
not prices must be reduced at the end »of debt 
redemption periods^ even 'if ft large net profit is 
then made. 

(18) The length of time allowed for the 



cHAP.zn.] REPAYMENTS OF PRtNCIPAL . 965 

redemption of loans and the method of redeeming 
them are important factors |n determining the net, 
profits of mimicipal trades, and it is important to 
ascertain as far as possible, the principles 
should be held in view in deciding on |l11 l^slation 
affecting municiphl debts. The necessity for a 
sinking fund depends on the fact that without such 
an arrangement would be tlirown in perpetuity 
on the irresponsible ratepayers of the future^* bui 
such a consideration merely indicates th^ it is 
just to throw as much of the burden as possible 
on the existing generation of ratepayers. The 
grave objections already notfced^ to loans being 
allowed to run for a longer period than the life of 
the plant, machinery, etc., purchased with the 
money thus raised affords a more definite principle 
on which to act, and one which the government 
departments conqpmed always appear to hold in 
view in deciding on the debt redemption periods. 
But this merely indicates a maximum limitation 
without giving any indication as to whether the 
period should be shorter, and, if so, how much 
shorter, than the life of the plant bought. The 
shorter the period the heavier will be the annual 
payments and the less willing will Local Authorities 
be tet raise money ; and, when loans arg needed for 
’ necessary sanitary works, the periftd should therefore 
be as little restricted as possible. But in all other 
cases “ the shifting of population, th» alteration of 
“accepted standards of efficiency, the variati on of 
“boundafies, the progress of science and discovery, 
“ exceptionally heavy storyas and a variety of other 
“ causes, may upset calculations iSased upon even the 

* See chap, viii., par. 21. ^ 
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** widest experience,” ^ and these considerations make 
it necessary to adopt a cautious attitude in fixing 
the debt redemption period. In fact, with reference 
'iQ, 4*^1 the objects on tlys purchase of which municipal 
loans have been expended, we must consider for 
how long, on the average, are they likely to be a 
source of profit to the community. On the other 
hand, if the period were made too^ short, the charge 
for tile sinking fund would, even in successful under- 
takings,^ have in reality the effect of imposing a 
considerable tax either on the ratepayef or on the 
commodity sold, either of whi'ch wculld be decidedly 
objectionable. Not only has the debt redemption 
period to be decided on, but the method of 
redeeming the debt must also be fettled. The loan 
may be redeemed under a sinking 'fund system by 
setting aside a fixed sum annually and by allowing 
it to accumulate at compound interest until it is 
sufficient to pay. off the whole loan. Or the loan 
may be paid off by the instalment system by the 
redemption each year of a certain definite fraction 
of the whole loan; in which case the charges for 
interest and redemption will be larger at first and 
less eventually than under the sinking fund system. 
Generally speaking, all tlie arguments which tell 
for short redemption periods also tell in favcftir of 
the instalment system ; whilst the main objection to 
that system is that the varying annual payments 
introduce a pertain difficulty in the fixing of prices 
in municipal trades. All tliese considerations are, 
it mustTBe admitted, somewhat vague; and it can 
only be said ^hat the existing practice does not 

^ “ Repayment of Loans,’* 1902, Report of Select Committee of H, of C., 
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appear to go contrary to them. This matter has 
been recently investigated by a Parliamentary Com- 
mittee, and its report confims the impression that 
no very material alteration^ are desirable 
existing procedure. ^ 

(19) There is,*howevef, one point ^hich has not 
yet been considered ; for, in the foregoing discussion 
it has been assuj^e^ that either all or none of the 
municipal debts remained * unredeemed. Bjit, in 
the case of a very large number of lyunicipal 
trades, delfts are partially redeemed, and then con- 
siderable net ^cofits *ihay be made without prices 
being raised so high as in effect to impose a tax 
on the goods sold; and the question arises as to 
who should th^n receive those profits. The 
consumer has been put out of court; but should 
the ratepayer be the recipient, or should the money 
be used for the more rapid redemption of the muni- 
cipal debts ? If it be admitted that Municipal Trade 
ought not to be undertaken for the sake of making 
a profit, and also that it is undesirable to throw a 
risk on irresponsible or reluctant ratepayers, what 
objection can there be to devoting all such profits 
to the reduction of debts rather than to the reduction 
of taxation. One objection may, no doubt, be urged. 
Take the case, for example, of a municipality which, 
having paid off all its trade debts, is in receipt oFa 
dear net profit oft £25,000 a year from its trading 
operations. If this municipality ware to borrow 
£100,000 for extensions of its trading enterprises, 
and if it were .the law that all profits WeAl '“to the 
redemptior^ of debts, it ^ would thjn ^find that all 
the net profit previously made ^as entirely absorbed 
during the next four years, and^uring* the next 
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four years only. Any irr^ularity of revenue is 
objectionable, and any such sweeping proposal could 
iu^, therefore, wisely be adopted. But if the muni- 
'>!t{^ity were to rai^ this £100,000 <m such 
conmtions that 1 per cent, per annum was to be 
paid into a sinking fond whether there was any 
profit available or not, and that, say, an additional 
1 per cent, was to be paid, iijito the sinking 
fond '‘put of net profits whenever such net profits 
were available, then the disadvantages arising from 
the consequent irregularity of revenue' might be 
neglected. The instalment syi^m i»*in my opinion 
the best for non-productive purposes; but, if the 
sinking fond system could be modified in some 
such way as this, it might still, be the best for 
municipal trading loans. • 

(20) The following are therefore the conclusions 
arrived at with regard to profits^ and prices. For 
the goods supplied by them. Local Authorities 
should generally charge prices on the same level as 
the prices charged in private trades. The exist- 
ing laws with regard to the redemption of loans 
do not require serious modification ; though it 
would be as well to redeem loans somewhat more 
rapidly when any net profits made by trading at 
such comn\ercial prices are available for ' the 
purpose. When * municipal trading Aebts are 
wholly redeemed, the net profits, even if consider- 
able, should be applied to the relief of taxation ; 
when th^ are partially redeemed, part of the net 
profitsT should go to tiie ratepayer and ^ part to 
hasten the i^^mption of the debts ; /md, before 
any debt is redeenibd, v«y Uttle net profit should 
be made,' and tS;,eii only when it* is ddiberately in- 
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tended to impose a tax on, or draw a rent irom, 
the industry in question. 

(21) Such conclusions, if Wcepted as being somidT 
would often be useAil in deciding what ough^^ 
be done ; though it by no means follows that they 
could be enforced on Unwilling miAicipalities by 
Parliament. Certain modifications might, perhaps, 
be made with a^v^ntage in the* laws affecting sink- 
ing funds ; but great difficulties would 1^ met 
with in any attempt to legislate with rega^ to the 
more vitaf questions of municipal profits and prices. 
A rough an<f* ready* rule which, if adopted, would 
approximately eml^dy the foregoing conclusions, 
would be that municipalities should, if possible, 
make a gross profit of, say, 4 per cent, on the 
capital originafiy invested in the enterprise, and 
that they should let the mt profits take care of 
themselves. But to enforce any such rule, and 
thus to prohibit municipalities froip either imposing 
a tax on the goods they sell, or from levying 
a large rent from the industries they manage, would 
necessitate a rigid definition of the term “gross 
“ profits ” ; and on this head many difficulties would 
at once arise. For example, a municipality owning 
tramways might perhaps legitimately account for a 
part*of its receipts, not as profit, but as a rent paid 
to itself. Glasgow has paid out «f tramway rec«p& 
£12,500 a year to a city fund called the Common 
Good, which payment is practically tia. mileage on 
“the use of the street equivalent to what the old 
“compapy used to pay” to that fundp^Mjid little 
objection c^n be raised tojsuch payment if moderate. 
Would it be possible to enfo^fie the inclusions of 

> M.T.A, Q. 8084. ^ 
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all such sums in the gross profits if any restriction 
^ere placed on those moss profits? Again, if a 
jiiqpicipality erects gas-works on leasehold property, 
al;^, aground rent to paid for the land should 
undoubtedly be included in the cost of produc- 
tion; but, if Lie municipality were^ instead to build 
gas - works on its own ground, might it then 
charge a^ rent against that epteiprise, and not 
include^ that rent in ttib gross profits? Might a 
similar r^t be charged for the use of public build- 
ings? These questions, and others connected with 
depreciation, reserve funds, fefiaymeift of losses in 
previous years, etc., etc., raise innumerable points, 
all of which would have to be dealt with in 
any Act of Parliament regulating municipal profits. 
A most elaborate central system of Inspection both 
of the accounts and of the works themselves 
would, moreover, be necessary if Parliament were 
determined to see that its decrees were enforced. 
General words might be included in an Act of 
Parliament in order to indicate generally to Local 
Authorities what they ought to do with regard to 
^ profits and prices ; but any statutory provisions 
beyond this would be attended with the greatest 
difficulties. Municipalities must be trusted with 
wide powers, with regard to the management of 
aii the enterprises chey are permitted to undertake. 

(22) In order to remove a harmful temptation 
to undertake .municipal trades, it has often been 
suggested that the making of net profits should 
be altbgdEfler prohibited; or, at all events, that 
taxation shoqld jiever be ^lieved by th^, appropria- 
tion of such profit to general municipal fiinds. 
But not Only w^uld the difficulties attending the 
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regulation of prices and profits be felt to the 
full if any such attempt^ were made, but si^ 
a step would be attended with definite haKmfiil 
consequences. If, after municipal loans ha^ (Seen 
wholly or partially redeemed, dl tlTe profite were 
absorbed by a*reduction in prices, the same harm- 
ful effects on trade would bg produced as those 
resulting from* tire award, of considerable bounties 
to the consumers of certain goods. Profits,* it may 
be said, are prohibited in Scotch municipal trades. 
But this fact^can hapjly be quoted as a proof of the 
wisdom of tlui? prohibition, especially as the harmful 
consequences will not be felt to nearly their full 
extent until the municipal loans have been redeemed 
to a far greater* degree than is the case at present. 
Profits may ^so be absorbed in other ways; as, 
for example, by their transference to funds like 
the Common Good of* Glasgow, to which certain 
tramway profits are now paid. But, if such funds 
cover any expenditure which would otherwise come 
out of the rates, any payments to them would 
have somewhat the same effect as the direct use 
of profits for the relief of taxation. If, on thef 
other hand, such funds are used exclusively for 
services which would in no circumstances be paid 
for out of local taxation, any contributions ■ ■ to 
them ouf of public funds would often lead to 
extravagance. T'lius it is extremely difficult to 
devise any enactment for the prohilStion of profit- 
making which would be both piiacticgl and 
innocuous ; and it would be both impracticable 
and unwise to attempt to lessep by any such means 
the temptations rqisulting from Municipal "fiide. 

( 28 ) As we have seen, profitarfoay err in being 
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all such sums in the gross profits if any restriction 
^erc placed on those gross profits? Again, if a 
i^nicipality erects gas-^orks on leasehold property, 
ground rent to paid for the land should 
uodoiUbtedly be included in the cost of produc- 
tion; but, if ^le municipality were* instead to build 
gas - works on its own ground, might ' it then 
charge a rent against that enterprise, and not 
include, that rent in thib gross profits? Might a 
similar r^t be charged for the use of public build- 
ings? These questions, and others conni&cted with 
depreciation, reserve funds, re{>aymerft of losses in 
previous years, etc., etc., raise innumerable points, 
all of which would have to be dealt with in 
any Act of Parliament regulating municipal profits. 
A most elaborate central system of mspection both 
of the accounts and of the works themselves 
would, moreover, be necessary if ^Parliament were 
determined to see that its decrees were enforced. 
General words might be included in an Act of 
Parliament in order to indicate generally to Local 
Authorities what they ought to do with regard to 
^ profits and prices ; but any statutory provisions 
beyond this would be attended with the greatest 
difficulties. Municipalities must be trusted with 
wide powers^ with regard to the management of 
all the enterprises lliey are permitted toomdertake. 

(22) In order to remove a harmM temptation 
to undertake municipal trades, it has often been 
suggested that the making of net profits should 
be altt^EEer prohibited; or, at all eveiits, that 
taxation shoqld ^never be relieved by th^5 appropria- 
tion of such profit to general municipd ftinds. 
But not t>nly would the difficulties attending the 
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regulation of prices and profits be felt to the 
full if any such attempt, were made, but st^ 
a step would be attehded with definite hapm’^ 
consequences. If, after manicipal loans ha^ ffeen 
wholly or partially red^med, all t^ profits were 
absorbed by a*reduction in prices, the same harm- 
fiil effects on trade would bf produced as those 
resulting from ^tlie award, of considerable bounties 
to the consumers of certain goods. Profits,* it may 
be said, are prohibited in Scotch municipal trades. 
But this fact,can hajdly be quoted as a proof of the 
wisdom of this prohibition, especially as the harmftil 
consequences will not be felt to nearly their full 
extent until the municipal loans have been redeemed 
to a far greater* degree than is the case at present. 
Profits may also be absorbed in other ways; as, 
for example, by their transference to ftmds like 
the Common Good of* Glasgow, to which certain 
tramway profits are now paid. But, if such funds 
cover any expenditure which would otherwise come 
out of the rates, any payments to them would 
have somewhat the same effect as the direct use 
of profits for the relief of taxation. If, on the 
other hand, such funds are used exclusively for 
services which would in no circumstances be paid 
for * out of local taxation, any contributio ns ' ' <40 
them out* of public funds would often lead to 
extravagance. Tlius it is extremely difficult to 
devise any enactment for the prohilfition of profit- 
making which would be both pi«cti^*§l and 
innocuous; and it would be both impracticable 
and unwise to attempt to lessep by any such means 
the temptations rqjsulting from Municipal 1'rfide. 

(23) As we have seen, profitsr^iay err in being 
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either too large or too small ; and legislation cannot 
he eilfectively applied as a safeguard against either 
evri^. In spite of all possible legislation, the rate- 
pa^of< or the consumer must run some risks as 
the rei^blt of ^Municipal Trade, and no law could 
be devised which would in all cakes prevent the 
ratepayer being ca}led on to pay part of the 
interest and sinking fund charges, on municipal 
trading 'debts. If the commodity supplied were one 
like water, which is universally used, no ratepayer 
would have a well-founded aground of complaint 
at being forced to take such riskk ; neither is 
there necessarily any injustice in Local Author- 
ities rendering a service to a minority of the in- 
habitants when the indirect results to the whole 
community are beneficial. But in" all cases in 
which ratepayers incur risks without receiving any 
benefit, they may legitimately demand some com- 
pensation ; a compensation which could only be the 
award of a premium in the form of a reduction 
of taxation. But such premiums must come out 
of net profits ; and the making of a net profit 
whilst the debts are being redeemed — that is, 
during the only period of risk to the ratepayer — 
is generally open to the economic objection that 
pli?-s must ‘be raised to such a level as to* be 
equivalent to the imposition of a tax on*the goods 
supplied. The imbenefited ratepayer cannot wisely 
be given confpensation in the only way possible 
for th^riske imposed on him, and when the risks 
are considerable, and when the number of consumers 
presumably b«nefite<|^is small, tjus constitutes a vay 
serious oli^ection to Municipal Trade. Frequently in 
England not moft^>than 15 per cent of the houses in 
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a town have electric installations or are fitted with 
telephones ; and, as regards these and siniU^ 
municipal trades, it is difiiciilt to see what justilfcit^ 
tion there is for imposing « risk on any indV^ual 
who receives no corresponding advantage. ^As to 
these municipal* trades with regard^ to which it is 
inequitable to throw a WsI;,on the unbenefited 
ratepayer, it is^ obviously jstill more inequitable to 
sell the goods made at such prices as to notfessitate 
an actual charge being thrown on the aates ; and 
against neither of tjiese giievances can legislation 
provide an effective safeguard.’ 

(24) With regard to the suggested prohibition 
of profit-making in Municipal Trade, it is to be 
observed that prices being placed on too low a level 
is a more pmbable contingency than their being 
placed on too high a level. The average voter is 
keenly alive to Jthe advantages of low prices ; whilst 
he hardly recognises the fact thsrt rates, and conse- 
quently rents, would be increased in consequence of 
a decrease in his municipal gas bill unless accom- 
panied by a corresponding decrease in tlie cost of 
production. Taxation he regards as fate ; whereatb^ 
gas-works do appear to him to be under human 
control. Prices must fluctuate from time to time; 
and Local xVuthorities, though willing to^^n^n 
ci^it by* lowering prices when profits would other- 
wise tend to increase, will not raise prices again 
when profits are shrinking, preferring to increase 
taxation instead. The inevitable oscillations in the 
cost of production will therefore tend to cause 
a continual downjvard moA^mwt* in prices in 
municipal trades; and this movement coidd hardly^ 

> Qs. 867, 3827, 38 m( etc. 
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be arrested by general legislation even though the 
ij^vitable result could be proved to be an economic 
l^S^ the community. 'The charging of too low 
pnc^is especially probable after a considerable 
proporKon of the debts have been redeemed; for 
then no unb^iehted ratepayer Heed necessarily 
have any burden thus thrown on him, and in the 
absence of^such addiCional taxatiqp he vrould have 
no appc^ent cause for complaint. But the making 
of a net profit which is then probable is no proof 
that prices are not too low, or that an inferior trade 
is not being kept alive by the 'award* of a bounty 
to its consumers. Prices should always be kept up 
to a certain level; and for this reason it would 
appear to be unwise to pass laws tending to 
impose any limitation on profits Unless accom- 
panied by legislation tending to keep up prices to 
the required level. But it would bg' impossible by 
law to force municipalities to raise their prices to 
that indefinite level at which no economic evil 
effects would be felt.’ 

(25) Another subject requiring the attention of 
^the Legislature is the extension of municipal trades 
' beyond the boundaries of the municipalities under- 
taking them. Such extensions come about in various 
ways,. . The area supplied by a private gas company, 
for example, seldom boincides exactly with ‘any lodal 
government area; and, since it Would as a rule 
be practically impossible to divide up an industry 
mto fragmenjs corresponding to the different local 
government areas supplied, municipalities piu'chasing 

• t • .€- . ^ 

* On the general question Ought municipal enterprises to be allowed 
fo yield a profi^ ? ” see also Edwin Cannan in Economic Jourml^ March 
1899. V»tt 
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going concerns must frequently undertake duties in 
districts outside their boundaries. Again, when/* 
Town Councils are constricting tramwa3rs, it/1s^ 
often most desirable to ruiv them out into oafj^ide 
populous districts in order to make the parta/within 
the municipal Area as profitable as^ possible; and, 
moreover, tlie crossing of other Local Government 
areas in man3r qases cannot be avoid^ if two 
portions of the same municipality are to l>e con- 
nected by tram-lines.* When the otl^r Local 
Authoriti^ concerned are not willing to take any 
part in the i?ianagefhent of these growing industries, 
this trading outside the muAicipal urea cannot well 
be avoided. 

(26) But whether avoidable or not, this class 
of municipal Enterprise gives rise to many diflicult 
questions connected with the prices which a 
municipality iq^y equitably charge to customers 
in areas not under its control ; . in what may for 
convenience be called the “ outside areas ” in contra- 
distinction to the “jnside area” under the govern- 
ment of the Local Authority owning the works. 
First let it be assumed that the prices charged are 
nowhere so high' as in effect to impose an indirect * 
tax on the goods supplied. In considering whether 
thd charging of a lower price in the, inside area as 
cEmpared* with that charged •in the outside area 
by the same municipality — a preferential charge, 
as it may be called — is objectionable or not in 
these circumstances, it may be urgQ,d with truth 
that a, sinking fund should be regarded nfhinly as 
an accuiyulation of ii^urance pj^enpums due but 
not paid to the ratepayers fkking the idsk; that 
» Q. 116 ,^ • * 
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is, to the ratepayers in the inside area; and that, 
\jfuch being the case, the ratepayers in the outside 
^ah>.as ought to have ho voice in determining to 
wh^t use the interest arising from this accumulated 
fund i^ould be put. The inhabitants of outside 
areas could raW no strong objectk)n if the whole 
of the interest from this fund were to be given as 
a bonus to the inside ratepay(;rs ; or, in other 
words, u, if the profits made in municipal trades 
in conseqy^nce of the paHial or toted redemption of 
debts were all to go in the relief of taxation in the 
inside area. Neither could they'objeob lf the interest 
in these circumstance:^ were aU to be given as a 
bounty to the consumers in the inside area; or, 
in other words, if the net profits, were all to be 
absorbed by lowering prices in the inside area with- 
out lowering them in the outside area. It is indeed 
difiScult to see how a Ijocal Authority can justify its 
action in throwing any risk due to trading in out- 
side areas on its own ratepayers without securing 
for them the full benefits arising from the specu- 
lation if successful; and, although this points to a 
_jn^uction of rates in the inside area rather than to 
*^a reduction of prices, the outside* ratepayer thus 
far appears to have no grounds of complaint in 
c onsep uence qf preferential prices being chared 
hr Sie inside area. 'In fact, nothing has been saM 
thus &r to indicate that preferential charges are 
unjust. Unfoituhately we have, however, no 
justification assuming, as we have done, that 
prices Will not be nused by munieipalities tp such 
a level as in, effect to an\ount to the ipiposition 
of an indirect tax oh the commodities sold ; for 
iSiich actioif on ^^^e part of Local Authorities 
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cannot be prevented. If municipal trading in 
outside areas be permitted, it will inevitably place 
in the hands of town .couftcillors the opportuijrty^ 
of raising an indirect tax ,firom ratepayers M'hom 
thqr do not represent for the benefit of ratepayers or 
consumers whom they db represent. ^ Such taxation 
cannot be justified in any circumstances ; and if the 
same indirect taxation is raised within the inside 
area — if differential charg^ do not exists— it does 
not, in reality, make this taxation in tlip outside 
area less \mjust. Any reduction of rates in the 
inside area ifr •consequence of large profits being 
made by charging high prices in the outside area, 
will be no more just because high prices are also 
charged in the , inside area. Municipalities will, 
however, be far less likely to raise indirect taxa- 
tion of this kind in outside areas if they are obliged 
to charge the sjme prioes everywhere; because in 
these circumstances a tax on the outside consumers 
would necessitate a tax being also levied on their 
own constituents, the Jnside consumers. Preferential 
charges should for this reason be absolutely pro- 
hibited; for, though this would be but a feeble 
safeguard against* unjust indirect taxation, it is the * 
best safeguard available. ^ 

(27) If preferential charges are prphibited^Jt is 
trUb that •when outside trading takes place, thS* 
inside ratepayer may incur a risk for which he gets 
no benefit. But where the Local Atithority of the 
outside area is willing to join in th^ commercial 
venture^h the whole business should, if possiMe, be 
managed \^y a Joint ^oard representing all the 
areas concerned. I*fo outside trading would then 
take place ; all *the ratepayers^jioncenfed would * 
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share alike in the risk; and all would have equal 
^opportunities of bringing their complaints to the 
^notice of the managiiig body.' The difficulty 
of establishing such a ^system does not, as a rule, 
lie with, the outside Local Authorities ; they would 
be willing enoiiigh to join. But th& Corporations of 
large cities, who would in any case have the bulk 
of the trade carried on withiq their own area, 
would' ^generally dislike the intrusion of a small 
outside element into the managing body of that 
trade. Thus friction would probably arise if man- 
agement by Joint Boards were enfctfced by law; 
and the distribution of profits amongst the various 
parties concerned would, moreover, present some 
difficulties. Such a method of managing municipal 
trades covering many areas is, however, the only 
equitable plan; and, if it is generally rendered 
impossible by the action of what^ would be the 
larger partner in the joint concern, this impossibility 
points to a serious objection to all municipal trad- 
ing. Whether the appointment.of Joint Boards could 
be generally enforced by Parliament is, therefore, very 
, doubtful; but they have in several instances been 
‘ Established by special Acts, and tlieir establishment 
should, certainly be fecilitated in every way. If all 
disputes beti^een l^ocal Authorities concerning' the 
formation and actiftn of such Boards ^such, *for 
instance, as the proposal to charge higher gas rates 
to more distant: areas on account of leakage) could 
, be referred ^ the Commission the establishment of 
which''will be advocated in the next chapjter, the 
abolition of putside tradiqg by the formation of 
Joint Boards might^be fficilitated. 

• \ivM.T.R., Qs. 212, 867. 
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(28) Passing on to discuss questions unconnected 
with prices, probably the most serious evil tq be anti- 
cipated from Municipal Trade Is municipal comiptioiT; 
and here we have to consider y'hether the law can^be 
so amended as to lessen this danger. It ha^ been 
suggested as a safeguard that all voteur in the pay of 
any public body should be disfranchised as far as the 
election to that bo^y is concerned.* Such, a reform 
may well be urged even By those who generally 
advocate a widely extended franchise ; for would 
undoubtedly produce beneficial results by removing 
the temptatiofr ‘felt by candidates to endeavour to 
catch the votes of the emplo/ees by making objec- 
tionable promises. But in my judgment there is 
practically no chi^nce of such a reform now being 
adopted. A pfeferable scheme would be to allow 
the municipal employees, if they were sufficiently 
numerous in anyJ[ocality,*to be separately represented 
on the Council ; to incorporate them, as it were, 
into a separate constituency returning one or more 
members. No one wquld thus be disfranchised ; the 
representative of the employees would be an open 
advocate of their claims, and his position would b^ 
one which might •honourably be held by any man ; 
and the other constituencies would be freed frojn the 
corrbpting influence^^f paid voters. Any sucl^plan 
woftld, no^oubt, introduce complications into th? 
electoral system. These difficulties might, howeyer, 
be overcome; but what could not* be overcome 
would be the objection of the “practi^l” English- 
man to Jill “ faddist ” proposals ; that is, to all*novel 
schemes tjie merits of .which he c;^nnot readily 
appreciate. There *are, in fkc^ no additional 

■ Qs. 1947, * 
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statutory safeguards against municipal corruption 
known to me which Parliament could now be in- 
duced to adopt. 

, (29) As regards the check on commercial progress 
due to the introduction of a centralised system, 
which is the V>ther main objection to Municipal 
Trade, it is inherent in the system, and can hardly 
be mitigated by legislation. It , has been seen that 
municipalities are apt to adopt what may be described 
as a “ dog in the manger ” policy. Provisional Orders 
are taken out by public bodies with little ihtention of 
utilising them, but rather with t'ne vieV*?' of preventing 
private traders from entering the field. Some change 
might be made in the direction of dealing more 
drastically with the question of time limits for the 
completion of public works; and fio doubt some 
little good might be done in this way.^ But the 
law will never be able to* prevent the placing of 
industries in pubUc hands from producing a deaden- 
ing effect until it is able to alter human nature. 

(80) Certain questions connected with the law, 
or the methods of framing or administering the 
law, with regard to certain matters of less import- 
ance are worthy of careful consideration. According 
to the present practice of Parliament, either the 
auth^nties of the Houses, or one of the govemihent 
(fepartments, have, hi efiect, the power mf makhig 
municipalities and private promotei^ strike out clauses 
from Bills and Provisional Orders which are in certain 
respects held to be objectionable. For example, 
Local^Authorities when not forced to supply goods, 
would not now, be allowed tp obtain ..powers of 
recovery- of debts *in excess of those ordinarily 
* N V »M,T.R., Q. 8961. 
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possessed by private traders; though such powers 
are sometimes asked for.* Nor would the power 
to manufacture electrical or fittings normally he , 
granted to municipalities, because tiliese trades arg at 
present held to be unsuitable for municipalization ; 
though how loi^ such limitations zwill survive it 
would not be safe to predict.* Unfortunately, muni- 
cipalities have sometimes acquired such .objection- 
able powers when they have bought undertakings 
from private companies whose concessions dP’te from 
times when the authorities were less carefiil. There 
appears to beVa diffdience of opinion as to whether 
these matters could be set right when the industries 
in question pass into public hands ; but this should, 
without doubt, .be effected as far as possible.* 
Although it is Anticipating the discussion on private 
trade, it may be here noted that it follows from 
these considerations that private companies obtaining 
special Acts or Provisional Ordens to enable them 
to undertake monopolies should as a rule not be 
granted any powers^ which would be held to be 
objectionable if the works were municipalised; a 
principle already partially recognised.* 

( 81 ) In considering whether Municipal Traiie 
should be encoj^raged or discouraged, it is pf the 
gre^st importance that we should, be aide to 
ascertain the exact truth with* regard to existing 
public enterprises. * At present our knowledge of the 
average financial results of the municipal trades of 
England is very defective, because of th^ “ mosf com- 
plicated. and cenfusing shape in which the adHounta 
of most .local bo^es.are dra^ .up.”® Many 

» M.T.R, Q. 497. * * Ibid., 438. 

3 Ibid,, Qs. 541, 6S^, and 3946. • ^ 447. < 

^ Economic Journal^ March 1901, Row-Fogo. 
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Local Authorities now appoint their own auditors 
and the Councils of our large cities would very 
pfobably resist any refbrm which actually abolished 
this, privilege. But the. law insures that the auditors 
of private companies should be, as far as possible, 
independent of. their directorates, Vhe object being 
to safeguard the shareholders, and to enable them 
to obtain correct information as- to the finances of 
the bifsiness; and without doubt the law should 
in the ^me way insure the independence of the 
municipal auditor from all interference oh the part 
of Town Councils thus safeguarding the interests 
of the ratepayers, and* probably facilitating them in 
their endeavours to form correct judgments on 
questions affecting the finances of their munici- 
palities. No doubt, the best plari would be for 
all municipal auditors to be appointed by the 
Central Government, as is at present the case with 
the London County Council and with most local 
governing bodies other than Municipal Corporations. 
Auditors thus appointed shguld not be satisfied 
with merely seeing that all the payments niade 
^ere covered by the law, but should carry out 
a thorough audit on commercial principles. The 
report of the auditors should be^ printed and a 
copy, given .to every ratepayer; just as every 
^shareholder sees ther company auditor’s re^rt. The 
powers and duties of all Government auditors should 
be clearly defined, and probably increased so as to 
enable them, to deal more effectively with illegal 
payments. But if Parliament, having in view the 
susceptibilities qf the gr^t imunicipalities, could 
not be induced to* face such reforms as these, it 
*mi^t, at^ evb^, enact that the approval of the 
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Local Gk>vemment Board should be obtained to the 
appointment of any municipal auditor, a measure 
which would enable a eertaii) pressure to be applied 
with the view of securing greater uniformity ^d 
clearness in the accoi|nts of municipal enterprises.* 

(32) In this chapter ^e have boon considering, 
not what trades Parliament should permit muni- 
cipalities to undertake, but what laws ^could be 
passed which would minfmise the disadv|mtages 
arising from such municipal trade as is undertaken. 
Some modification mij^ht be made with advantage 
in the legislatton affetiting sinking funds ; preferential 
charges should be prohibited^ and auditors should 
always be appointed by the Central Government; 
but in addition Jto these refonns, little, it appears, 
can be done to 'lessen the dangers and disadvantages 
arising from the public management of industries. 
It must, in fact, be admitted that, even if all these 
changes were made, the total reform would not 
be of sufficient importance to affect materially the 
comparison between public and private trade. 

M.T.R., Qs. 356, 555, 3162, and 3865. The suViject of Municipal 
Audit is now being considered by a Joint Committee of Lords and 
Commons. See Appendix, See also with regard to the United Stat^ 
Annals of the Am. Acad. ofFolit. and Science^ Prof. J. R. Commons, 
vol, V. p. 873. 
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LEGISLATION AFFECTING PEiVATE TRADE 

(1) Certain social reformers have argued in favour 
of Municipal Trade that it is, practically ‘^impossible 
adequately to regulate the scale of wagfes or the hours 
of labour of workmen in private trades, and that the 
present industrial system must, therefore, be wholly 
abandoned. To reply to such a contention would 
opeh^up the whole question of Socialism, a discussion 
beyond the scope of this volume. But if it be 
admitted that private trade and Municipal Trade 
roust exist side 'by side, there appears to be no 
reason why all legal compulsion applicable to 
private employers with reference to the treatment 
of their employees should not be made equally 
pnplicable to Local Authorities with reference to 
the treatment of their employees. Any such legisla- 
tion affecting private trade should ^o affect Muni- 
^gipal ' Trade, and no such legislation should, therefore, 
affect the comparisdn between the two. Legislation 
with regard to the price and quality of goods is 
generally unnecessary in competitive trade ; but 
where' it is .Aecessaiy, it should be applicable to 
both public and private trade. It is ‘not, therefore, 
necessary hers discuss, the advantage or dis- 
advanti^jes which would result from l^^lation 
' affecting. txades undtt private manage 
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ment whether such legislation be for the protection 
either of the workman or of the consumer. 

(2) With regard to.tradfes tending to become 
monopolies the case is diilerei^^ Exceptional leg^la- 
tion has been applie(| to these trades, and ^t is a 
question whethe^r this legislation dt^s not require 
amendment to make it suitable to modern conditions. 
It is only certain industries the management of which 
is at present undertaken by municipalities |o any 
considerable extent; and those who see .dangers 
and disadvluitages in any wide extension of muni- 
cipal trading, Should %'egard it as a duty to consider 
whether it is not possible by legislation to lessen 
the e\'ils now arising from the private management 
of all trades likqly to be municipalised. In this 
way alone can *the more substantial argumenjib in 
favour of Municipal Trade be really weakened. 
The movement in favour*of the public management 
of many industries is so vigorous that a merely pas- 
sive resistance will do little to hinder it ; and, both 
for this reason and because the existing legislation 
with regard to private trade is in an unsatisfactory 
state, its reform should be taken in hand at once. 
The revolution in -the methods of modem industr^ 
is making such reforms more and more necq^sary. 
The Increasing u^e of machinery, the discovery qf the 
economy iffiising from great iij^ustrial combinations, * 
and the relative increase of the urban population, 
all tend to render competition less .probable and 
less effective. On the other hand, narious social 
changes ^have contributed to increase the strength^ 
though perhaps not the wisdom, of t^e opposition 
to the private management of^nfany trades. It 
is these modem 'conditions which foster Muni- 
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(^al Trade, and whidi make it more tkan evor 
advisable to modify the existing le^slation affecting 
private trade. 

(8) The questions, to be considered may be 
divide^ under two heads — vl) What regulations 
should be enfoK»d with regard to private companies 
in future sta/rting trades tending to become 
monopolies? That ‘is to say, w^t should be done 
when, the question is itot complicated by previous 
legislation or existing contracts ? (2) What changes 
should be made in the legislation affecting companies 
ail/ready in the possession of concessions, and what 
regard should be paid to the rights thus acquired? 
It will be best to begin by considering the first of 
these questions ; and then, after deciding what is the 
wistst course of action when the slate is clean, to go 
on to consider how far it is just and practicable to 
bring existing companies nnder any proposed new 
regulations. 

(4) In opening this discussion, we should first 
attempt to obtain a general idea of the ends which 
the Legislative should hold in view when amending 
the present laws. On the one hand, as regards 
'Xhe consumer, he should be enabled to get the best 
possible return for his money; yhilst, as regards 
the j:atepayer, the unearned incr^nent ^hould, as 
far as possible, be m^e to become public property. 
Pn thc^ other hand, the promoters and managers of 
private indusfyies should be in every way encouraged 
in Older tha^c/^e public may reap the advantages due 
^ tbe rapid development of the trades initiated and 
managed b]^ them. These are the antagonistic 
conditic^ which have, in netvly all cluses, to be 
leccnciled by «a compromise based mi no very 
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scientific principle. In the United States during' 
the middle of the nineteenth centui^ ** an epidemic 
“for helping private enterprise with public funds* 
“passed over the land”; th^ object being to Qiake 
the progress of comilercial development as yrapid as 
possible; and ai America generally )iie mistake 
seems to have been made of paying too much 
attention to this sjde of the qu^stion.^ I91 England 
the electrical tAde was at 'first greatly cripj^ed by 
the strictness of the terms offered tc^ private 
promoters? the object sought being to secure various 
possible futufe* advantages for the public; and this 
is an example of the opposite error, which has been 
the one most commonly made by us in recent years. 
To discuss the ultimate basis on which should rest 
all decisions on questions arising on accou/t of 
the conflict of these opposing principles would 
lead us very far afield. • How shall we weigh the 
advantages of an even distribution of wealth against 
the advantages of an increase in the total volume of 
wealth ? How sliall ye compare the benefits felt by 
an existing generation as the result of rapid develop- 
ment against the harmful effects felt by the ne^ 
generation in consequence of the progress made not 
having been in the right direction? These /ire in 
trutei the undeAying problems in such discu^ions; 
bub here ali that can be said is^tbat these antagonistic 
principles should always be clearly kept in vilw whan 
the various questions are being discussed. We must 
endeavour to balance th j demand for vapid develop- 
ment or for the immediate satisfaction of ^ante* 
against the demand for low prices wd fight taxation, 

> “Municipal Trading in England and the United Sfttes,’' Hon. 
R. P. Porter, p. 6. ^ • 
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and to obtain as suitable a compromise as possible 
between these antagonistic demands. 

I ( 5 ) If it could be shown, as regards the past, 
tha^ a fair compromise had been arrived at, and 
that b^th of these opposingl* principles had been 
duly considered, nothing more wfiuld have to be 
said on this subject. But this clearly has not been 
the case.. On the one hand^ concessions have 
often been oflered to private promoters with little 
thought* as to whether the terms proposed make 
it possible or impossible for an adequate return 
to be made on the capital inv&ted.* •*On the other 
hand, very little consideration has generally been 
given to the means of enforcing attention to the 
complaints of consumers. With .regard to private 
gas Iftnd electric supplies in Englaifd, for example, 
householders may grumble if badly served, but 
they can do little more •than grymble, unless it 
be to advocate municipalisation. Where such a 
right as that of interfering with the public streets 
is granted to a private copipany, and where a 
monopoly is thus created, it is unreasonable for 
^e State not to retain the right to enforce suit- 
^le regulations safeguarding the %onsumer. 

(6X Having sketched out the objects to be held 
in view, and.it having been seen tfiat these objects 
"^have been unequally ^.attended to in the past, Mihe 
cfjestion remains as to whether “it is not possible 
now to introduce beneficial reforms. The pro- 
motefs and managers of private companies may be 
.trustM, as a general rule, to advocate with, at least 
sufficient foroe the necessity for pn^ress and 
development, an^ the consequent objections to the 
restriction* and * Jaxation of concessions. Local 
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Authorities would naturally look forward to acting 
as the mouthpiece of the discontented consumer 
supplied by any monopoly, demanding for him < 
lower prices, better quality^ or more accomnaoda- 
tion; and these bopies can, tlierefore, be^ trusted 
to advocate th^ introduction of clauses into con- 
cessions designed for the purj^se of safeguarding 
the consumer. Here, tlierefore, we have, as it, were, 
the two opposing counsels 'ready to argue tjie case 
before the tribunal, whatever it may be, ta> which is 
entrusted *the duty of deciding on the terms under 
which private ^bmpahies are to be permitted to trade. 
But to whom should this dufy be entrusted ? . Who 
should act as the judge in such a Court ? 

(7) It must,* in the first place, be remembered 
that the ques^ons which have to be deciddifi in- 
clude not only the terms of the original concession, 
but also various decisiohs as to the justice of the 
complaints brought forward after the concession has 
been granted, either by consumers or by I*ocal 
Authorities acting ifor the consumers generally. 
Though it need not be so arranged, yet it would 
be advisable that both classes of questions should ^e 
decided by the sJame tribunal; for, in this way, it 
can best be assured that all decisions on complaints 
are* decided in* harmony with the understanding 
between the ppties which exMed when the con- 
cession was granted ; and, moreover, the ^technieal 
knowledge acquired by the adjudiaating body in 
one set of enquiries will be useful Sn the •other. 
One tribunal should, therefore, arbitrate both 'as 
the temU^ of the qoncqssions to^ be* granted, and 
also as to the disputes arising out of these con-, 
cessions after they have been gr^ijfed. > * 
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(8) If this principle of one tribunal be accepted, 
then neither the Law Courts, nor Parliamentary 
^ Committees, nor Govemnient Departments are 
quite suitable for the work to be done. All of 
these have done exceUent wdrk in the past, yet 
it is true that *>the existing systeiil is capable of 
improvement. Sho}ild the mimicipality itself be 
judge as well as counsel, thus finajly deciding on 
all disputed points both as to the granting and as to 
the interpretation of concessions? Although Local 
Authorities are the representatives ^f the local 
public, that is, of the persons most afiected by the 
granting of any rights, yet to make them act in 
this dual capacity would be very objectionable. In 
the first place, Local Authorities ■ must not only 
undekake the duty of advocating tlie interests of 
the consumers, but they must also advocate the 
claims of ratepayers. Now 'the claims of ratepayers 
and consumers ar^ often antagonistic to each other; 
as, for example, when those wanting electricity 
demand a cheap supply and when ratepayers hope 
that the companies concerned will be forced to 
p^y rents into the municipal treasuries whatever 
‘ might be the effect o^ such rents on the price of 
electricity; and an elected body ^cannot be , an 
jibsolutely ipapartial judge between the demands 
made by^ the many*’vcters who ^(ratepayers ^d 
thu few voters who may become' consumers. In 
the second place. Local Authorities, whether 
mainly conceAied to defend the interests of the. 

or those of the consumers, ' would 
probably give hpt^ scanty consideratioK to the 
^int^ests of the jpromoters or sha;reholders of the 
companies *seeking| ^nc&ssions ; for, the majority of 
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eyen the more thoughtful rq>resentatives would 
not consider it their duty to insider that 
side of the question. This*is a fundamental dis- • 
qualification which cannot be eradicated. If^the 
arguments of the cap^tali^ as to the terms pt con> 
cessions are nof fairly weighed in the balance, 
capital will not be fortlicoming, and the works 
will not be started. As to the disputes which 
may arise after the granting of a concession, tjustice 
to the shareholders means that the concession should 
be interpreted in the. sense in which it was under- 
stood when it**was ^ade; alarm would be caused 
by even a suspicion felt by investors as to the possi- 
bility of their interests being injuriously affected by 
unexpected decisions as to their rights ; and such 
alarm would check progress, to the immediate injury 
of the public ajb large. It is wsential that it should 
be known that the judge in such disputes is not 
prejudiced against the shareholders’ interests, and 
this condition makes Local Authorities in England 
peculiarly unsuitables bodies to act as arbitrators 
in- any conflict between the promoters and managers 
of monopolies on the one hand, and the consumers 
and ratepayers tn the localities affected on ffie * 
other. In other countries, elected bodies {pay be 
unsuitable for exactly the opposite reasoq; for 
mSny instancy could be pit^ of municipalities'* 
paying too mucli attention to the dediands aof 
capital, especially where corruptien prevails or 
.where the shareholders in companies denftmding 
concessions aib numerous and mostly voters.'*H&oi^ 
all these^jeasons, a judicial and not an elected body 
should have the l^t word on all disputes con- 
cerning concessions. • * 
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(9) WhatevCT be the nature of the judicial 
body appointed to decide such questions, its pro- 
r<ceedings must, of couriie, be largely guided by the 
statute creating it. But it would be almost im- 
possible^^ adequately to prote^jt the interests of 
consumers by general provisions in'' Acts of Parlia- 
ment, because the possible subjects of dispute 
would be^so numerous; and some discretion must 
be allowed to the arbitVator if the protection of 
these interests is to be attempted. Or it would, 
perhaps, be more correct to §ay that, in'‘ all cases 
where price, quality, or increal^ed iiC'commodation 
are the subjects in dispute, it is essential that the 
judge should rely to a certain extent on his own 
special and technical knowledge., in giving his 
decisions. For this reason, this matter is not one 
which should be left in the hands either of the 
ordinary courts of law or of Locg.! Authorities. 
As regards the latter, a small municipality would be 
unable to cope witli the expert advisers of power- 
ful private companies, such as ti'amway construction 
companies ; and the knowledge that this was the case 
would make it unlikely that a wise decision would 
''be'Wrived at. And the committees* of large munici- 
palities,„not understanding the questions thoroughly 
themse;}ves, would be too much influenced by their 
own technical advisefs. . . ♦ 

U I 

w(10) in some cases, as just 'observed. Local 
Authorities mi^t be tempted to favour imduly 
the capitalists negotiations with regard to con- ^ 
iSMeidfl's; in which case the consumers and the 
ratepayers ^.Mronld have n 9 proper adv^te to 
represent .their interests. To guard against this 
danger, somethind’^ more might lie done by the 
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L^slature, model clauses to be normally in-* 
sorted in new concessions being perhaps drawn up 
more frequently and under •more defmite authority,, 
and some method being, adopted of insuring 
that the attention pf the Legislature woul^ be 
called to any ^epaAure from the^^ modefs. But 
“it is certain that as between central administra- 
“ tive control and,Iegislative cohtrol, the former has 
“ been much more efhdent in keeping; I^ocal 
“ Authorities within bounds ; and it woulS conse- 
quently be well that ja representative of the Central 
Ciovemment,**l!hat Ks either of the Local Govern- 
ment Board or of the Board* of Trade, should have 
the right to appear before any tribunal created to 
ideal with these /juestions. 

(11) Thus, * in deciding on the terms of,* con- 
cessions and in dealing with the disputes arising 
under concessipns iilready granted, it appears that 
there are four functions to be performed, and that 
there should be four parties to perform them. 
The promoters and%the proprietors of the private 
companies concerned will urge the necessity of new 
schemes, and will advocate the views of the share- 
holders. The Local Authorities will represent <he* 
interests of the consumers and the ratepayers. The 
Local Government Board or the Board of^ Trade 
wMl see that this duty is performed, and will calT 
attention to any departures from modef clauses. 
And, lastly, some judicial body should be established 
^ to act as judge, and to give a decision pn the ques- 
tions brought* before it. This judicial body mnsUbi^ 
of a tecl^ical charapter,^and should b^ subject to no 
local influences, whether of shSrdliolders pr of con- 

’ “English Local Qovenuuent of To-d^,** Maltbia, p. 90S. * 
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sumers. It would be best that such a body shoukl 
be nominated by the Central Government, and we 
tare, in fact, driven to the conclusion that a perma- 
nent,. Commission or Gommi^ions should be ap- 
pointed , to deal with all questions affecting con- 
cessions. » 

(12) No Commission exactly corresponding to 
that proposed to be established exi^ in England, 
the Light Railway Commission created by the Act 
of 1896 coming nearest to it. Private BiU Com- 
mittees in Parliament are only concerned ' with the 
passing of the bills by which the c^oncessions are 
granted; and in their deliberations the interests of 
the public have often been most inadequately con- 
sidered ; as, for example, the little care that is taken 
to foree railway companies to make proper arrange- 
ments to facilitate the interchange of passenger traffic 
between differait systems. The Railway and Canal 
Commission has nothing to do with the granting 
of concessions to companies ; and, on the other 
hand, the Light Railway Commissioners have no 
power of interference after the concessions have 
been granted. In the United States the problem 
'ha^ been dealt with more satisfactorily ; and the 
Massachusetts Commission wiU be brie% described 
as an example* of the way in which an apparently 
Wcessful body has been created elsewhere. The 
powers pbssessed by this Commission are very 
drastic, and a brief description of them will s^ve 
as an iittroductibn to the discussion as to the powers „ 
jvhi^ought to be granted to an En^h Commis- 
si<»ij' if one were estaUishedr « 

(18) ‘*.The l^&st development of public 
^ centred ovor prt^te lighting corporations in the 
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“United States is that exercised in Massachusetts ’ 
“by the State Gas and Electric Lighting Com- 
“ mission. This Commission Vas established in 1885 
“to supervise gas copipanies; and two years l^ter 
“its powers were extendi^ to include electee light 
“ companies. It^onsists of three members appointed 
“ by the Governor and Executi^^ Council for three 
“ years, one ipember retiring each year. The 
“members receive a salaryt and are not permitted 
“ to engage in any other business. They can be re- 
“ moved only for cause, after notice and a hearing.”* 
It is their duty to* see that the law is obeyed, 
and they have practically unlimited inquisitorial 
powers. Upon receipt of a complaint, and after 
public hearing, they may order any reductioji in 
price or improvement in quality. “In these in- 
“ vestigations the Commission does not act simply 
“as a Court, hound by legal rules of evidence and 
“ procedure ; but proceeds on its Own initiative, and 
“applies all its knowledge concerning, not only the 
“case in hand, but^the business of every company 
“in the State”* The concessions are in theory 
perpetual; but .'n reality this arrangement makes 
them revocable a*t the discretion of the Commisi^n * 
at any time. The result is that there is a jnarked 
absence of all technicalities, reservations, and safe- 
gukrds in'the^e concession^; tis they are, in fact, 
unnecessary. In* the Report of the Special Com- 
mittee appointed to investigate the relations between 
•cities and towns and street railwa^T compafties in 
Massachusetts* in 1898, it is stated that thiiT^Hnnm 
works w^, though in theory it “ is to4he last degree 

“ Hunicifial Administration,’* Faiijlie, p. S90. 

* Ibid., p. 280. • 



PRIVATE TRADE 


[chap. zm. 

• “ illogical ” ; and that it was very noticeable that no 
“ change was advocated by the representatives of the 
« “ municipalities, or of the companies, nor apparently 
“ did the suggestion of f^pch a change commend itself 
“ to either.” “ The companies preferred, on the whole, 
“a franchise practically p'erndanefrt, though never 
“ absolutely certain, to a fixed pontract tenure for a 
“ shorter term, subject to the danger of alteration at 
“ every jperiodical renewal.”^ Such an arrangement 
would bf expected to frighten away capital; but 
the answer is that it apparently has not done so.* 
(14) In proceeding to discuss th^' functions of 
any such Commission, it is to be observed that, if 
in accordance with the suggestion already made, 
it were decided to place in its ha^ds the granting 
of municipal concessions to private companies. 
Parliament would, nevertheless, in aU probability 
desire to keep the ultimate contrQl in its own 
hands. If this wore the case, it might be enacted 
that the decisions of the commission should require 
the sanction of the Legislature «in the same manner 
as is the case at present with regard to Provisional 
Orders ; a system which would thus be largely or 
"entirely superseded. Parliament •cannot constitu- 
tionally divest itself of Ihe right of passing private 
bills; cmd the passing of a general Act creating 
*a Commission and givii^ to it the power to deal 
witli water, gas, electrical, tramway, and other 
similar schemes,,, would not prevent attempts being 

^ ** Rekitious bet^^n Cities and Towns and Street Railways,” Masaa- 
cbusel^Special Committee, 1898, p. 18. • 

^ "Bee also “ The Gas Commission of Massachusetts,” by J. ll. Gray, 
Quart, Journal of Eoenomics^ p. 209, vo^ xiv., J898-1900 ; aL^he Report 
of the Special Committee V>f the New York Assembly on “ the Municipal 
(^wnership of Street RaibJRoads” of 1896, p. 22, to show that a somewLit 
similar anangemfl^nt is thei^ approved for street railways. 
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made to evade the jurisdiction of such a Com- 
mission by private legislation. To meet this 
difficulty. Parliamentary Standing Orders should 
be made to provide that ^ bills by which it 
is sought to obtain 'any such rights for private 
companies should firkt be referred to tli^ Com- 
mission, and that yo bill should be proceeded 
with unless the .Commission •reported that the 
proposal it contkined was of an exceptional •nature, 
rendering special legislation advisable. . 

(15) The next point to be considered with regard 
to the powef^*to be placed in the hands of such a 
Commission is whether the ’consent of the Ijocal 
Authorities concerned should be necessary Tiefore 
the Commission^ could grant any concession. This 
is a matter of considerable difficulty. The tLocal 
Authorities interested should undoubtedly have 
the right of appearing before the Commission, and 
great deference should and would •always be paid to 
their wishes and views. But to give to the Local 
Authorities an abso|pte veto on all concessions is 
to place a considerable temptation in their way; 
for they may use that veto either to keep the field 
open for themselves or as a threat to extort refits 
or other services from private companies. If the 
vetb was only’ used to block schemas reallv held 
to* be objectionable the resulb would probaoly be, 
on the wholdl beneficial ; * but, when wsed \Bth 
the above-named objects in view, jt may seriously 
impede commercial progress. It appears to me that 
*it woul.d be unwise to give to any i^y which iSNSot^ 
responsilde for the ^final decision th^ power of ab- 
solutely preventing the ^anting*of any coi}cession.^ 

> MfT.IL, Qs. 1527, 1666, 3953, add 3959, . * 
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(16) In establishing a Commission to deal with 
monopolies, it would be advisable to decide the 
broad lines on which cy^ncei^ions should be granted. 
In discussing such questions, it should, however, 
be remembered that most of the reforms here 
suggesU-d could be adopted^ evei^ if concessions 
were granted aus at present private bills or by 
Provisional Orders.' That some reform is necessary 
can hardly be doubted cwhen the want of system 
and th& absence of guiding principles in the exist- 
ing arrangements are realised. For example, the 
general policy of Parliament h^s been to refuse to 
allow competition between Local Authorities and 
authoiised gas undertakings; but to permit such 
competition against electrical undertakings, both 
by Local Authorities and by rival companies ; ^ 
an example which raises the broad issue whether it 
is expedient, and, if so, in what circumstances, to 
grant an absolute^ monopoly to private traders. 

(17) It has already been seen in a previous 
chapter that amalgamations frequently take place 
between rival private companies undertaking trades 
for which concessions are required, and that, con- 
seq,uently, competition is not niaintained. The 
main cause of this tendency is the desire to avoid 
the waiite of eapital due to competition between 
rival firms and the (jope of thus obtainiiig a coije- 
sponding ^crease of profits. But, ^whatever may be 
the cause, experience shows that competition in 
a con^derablej number of trades is very apt to 
die^^ natural death; and that any attempt to* 
Iceep it alive may be attended with pe<x;liiu dis- 
advantages. The^, frequent bfeaking u^ of the 

c * « ‘ RT.IL, Qs. 47, 185. ' 
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streets when rival companies are competing for* 
the supply of water, gas, or electricity, is often an 
intolerable nuisance. Then» again,' the public can • 
get bett» terms from private proprietors by ^tmt- 
ing to them absolute mcmopoUes, imd nothing will 
be lost by suc|i gmntsiif direct competition is in 
all circumstances cJnain to cease. Lastly, the 
“wars” between * rival companies are often 
disastrous to all l>ut company promoters. , If, fimr 
example, one company has acquired the^nght to 
supply gas in a certain locality, and if, for the 
sake of cMating • competition, a concession is 
granted to a second compoiy, then this second 
company will be tempt^ to use its acquired 
rights to force the first company to buy up both 
these rights a»d any works that may have *been 
constructed. American experience proves that an 
attack of this kind is generally a far more profit- 
able undertaking than the actual establishment 
and maintenance of a rival concern; and that it 
is a proceeding difj^cult to prevent. Transactions 
of this kind are not only of no use to consumers 
or ratepayers, but they are positively harmful; for 
they render it impossible for the attacked csim- • 
panies to serve the public^ as well as the^ could 
have done if they had not thuij been bled. 
\^^ere there is absolute free trade, ttfe old 
company would not allow Itself to b “squeezed” 
by the new one in this way ; becapse there would 
be no advantage in bupng up one ooncessiow when 
* another concession would be granted immediately^ 
to any j&esh applicant Thus, thoqgh free trade 
is the best commercial system, an a^mpt to 
regulate trade oti any system half-wqy betweeif 
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'the system of free trade and the system of absolute 
monopoly is likely to produce the worst possible 
» results. Accoiding to /"the report of a committee 
in the United States, .“wherever there was more 
“than one company operating in the streets of a 
“city, there wm liable to* bej a o^^ntest, generally 
“ over grants for extensions,” i(^d “ the worst condi- 
“tions were found ifi localities whpre rival companies 
“were contending for grants in public ways.”^ In 
France, in almost every case it has been deemed 
expedient to grant tramway concessions in each 
town to one company only in- order* “to secure 
“coherence and unifoirmity in method, to secure 
“ transfer privileges, and to focus responsibility ” ; * 
and this is, 1 believe, the right system to adopt in 
the case of almost all trades tending to become 
monopolies. 

(18) It may be urged that Local Authorities 
should retain the, unquestionable right to compete 
with private companies in order to keep in their 
hands a powerful weapon to ^be used if it were 
ever thought desirable to buy up the works owned 
by these companies. Though this would be a 
peSfectly legitimate way of attempting to control 
the price to be paid, ‘it would, nevertheless, be 
but a clumsy and, in some respects, a harmful 
expedient. It is unwise to threaten any action 
unless itt is really intelhded to take that action 
under certain cqnditions ; and, if a Local Authority 
should start ^vorks in opposition to . a private 
.company, the competition would be. as objection-" 

1 ^‘Belations between Cities and Street Bailways.” Report of Massa- 
chusetts Committee, p. Ilf. • *’ * '> 

t «Mumci^ Government in Continental llarope,” Albert Shaw, 
p. 187. « ' 
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able as that between two private companies; fof 
there would be in both cases the same unnecessary 
interference with the streets, and the same waste* 
of capital. There would, ^moreover, be/ a danger 
of corrupt influences being brought to bear on the 
Local Authority to | mitigate ^its cofhpetiti<m. 
Some far more cokain and rational method of 
regulating the price to be •paid when private 
works are pul chased by 'public bodies than that 
which exists at present ought to be established; 
and, if rius were done, the retention of the right 
to compete?* > 3 n behalf of the Local Authority 
would be unnecessary. In 'short, in all trades for 
which municipal concessions are required, it 
appears that ^ absolute monopoly should be 
granted by sftch concessions to one company only 
to trade over a fairly wide area; and, if a Com- 
mission were ^appointed to deal with such matters, 
it should be instructed to act on this general 
principle. 

(19) Having decided on the genend method of 
granting concessions, it is natural next to enquire 
whether any rights should be granted in perpetuity, 
or whether the •original concession should coiitaiiP 
provisions giving the Local Authorities concerned 
tllfe right to* buy out the company after the 
expiry of* a given period. This they mig^t wish 
to do, either* with the view of undertaking* the 
work themselves, or of leasing it to^ome other com- 
pany, or of re-leasing it to the same company on 
Afferent terms. It is not only necessary to decide;^ 
as to the length of time for which concessions should 
be gran^, but also as to ho\7 the prepay should 
be valued for purchase at the end of tl^e concesriofi 

2 c • • 
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(leriod; and tiiese two questions are so intimately 
connected that they cannot be discussed separately. 

• Here, again, we are brought &ce to face with the 
necessity u»f making a compromise between the con- 
ditions best suited to attract capital and the condi- 
tions best suited to satis^' t|ie demands of the 
consumers and of the public generally. 

(20) Until recently, all concessions granted in 
England including thoSie for market rights and 
for gas «and water companies, were granted in 
perpetuity. As regards the^ more recfently de- 
veloped trades, such as tramways“*and electric 
lighting, conditions afe now always included in 
the concessions which enable the Local Author- 
ities concerned to purchase these undertakings at 
the end of a fixed period. It fcan hardly be 
doubted that this change of policy was due to 
the desire felt by municipalities ^o work these 
undertakings themselves should they prove success- 
ful, rather than to any mere abstract considera- 
tions. Many who object tQ municipal trading 
would return to the older system of perpetual 
concessions merely with the view of putting an 
obstacle in the path of municipalities. This is not 
a wise policy, even where the end sought is right; 
for, if Local, Authorities want to ‘undertake the 

I 

management of any undertakings, they will not 
be -materially hindered In consequbnbe of the con- 
cessions having, been granted in perpetuity. The 
only true safeguard against municipalities under- ^ 
. taking unsuitable Work is to convince the,^ public 
that such wf>ilc had better be left &•' private 
hands. . * ‘ 

(21) BpI;, putting aside all such questi(«s of 
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policy, perpetual concessions are to be ccmdenmed 
on many grounds. £ven those who are generally 
opposed to municipal trading may hold that it 
is difficult to look, into Uie future, and that the 
road to public management should therefore always 
be kept open** But k far stronger argument in 
&vour of limited concessions is that it is impossible 
by means of pespetual conce^ions either to safe- 
guard the consumer adequately or to ca^^ture the 
unearned increment in the most suitabbs manner. 
As to the consumer, a great deal may be done 
under perpl!ltial concessions by means of regula- 
tions, and by sliding scales of pieces dependent 
on the interest paid by the managing companies; 
but the results, are never very satisfactory for long. 
And as to dkpturing the unearned increment for 
the benefit of the ratepayer, though little has 
been done jp this respect, something might be 
done by means of sliding scales of rents payable 
by companies to the Local Authorities. If, how- 
ever, a municipality is by the terms of the conces- 
sion given the right to buy up tlie works constructed 
by the private proprietors at fixed intervals, oppor- 
tunities will tli]^ be afibrded for making Ireslf 
arrangements as to prices and rents witli j^e same 
or with some* other company; and the interests of 
the publit can thus be secui^d bettbr than in any 
other way. Thfe possibility of capturing the •un- 
earned increment depends mainly ^n the fact that 
investors do not pay sufficient heefi to the* distant 
future. Little, consequently, is gained by part-., 
ing with' rights oijer streets m perpetuity as com- 
pared uuth parting with such* rights for a limited 
period, whilst inuq[i may thus b% lost^ Lastly, ft 
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a' mistake of any kind is made in gnmting a 
perpetual concession, a mistake which is very prob- 
able when Local Authorities are dealing with the 
expert promoters of new induf^tries, it may never 
be possible to rectify that error without unnecessary 
expenditulte ; aiu] the mer^ fdct tkat terminable 
concessions can be granted ^4th less elaborate 
provisions for the future is a strong point in their 
favour. ^»In short, if ca^tal can be attracted in 
any other way, perpetual concessions enabling 
private proprietors to manage, trades tending to 
become monopolies should nevef be “j^anted; and 
experience proves that capital will be forthcoming 
under a system of terminable concessions. 

(22) The history of English tramway enter- 
prise is very instructive as regards the conditions 
necessary to insure an adequate supply of capital 
Tramways can be constructed by .private com- 
panies in England 'either under powers granted by 
Private Acts of Parliament, or under Provisional 
Orders granted under the Acri of 1870. Under 
this latter Act the Local Authorities have a power 
of compulsory purchase at the end of twenty-one 
•yearts at a valuation dependent on ‘the state of the 
line and,^ on the estimated cost of constructing, 
at the date ef the purchase, a tramway similar 
to the line in ‘questiota when new. If the cost »f 
building, etc., falls during the twenty-one years, 
then the valuation at the end of this period will 
obviously be lessf than the amount actually expended 
,Jby the proprietors in constructing thfe line.c For 
some little tiitte after the passing of this^ Act, it 
did not appear thkt*^ these conditions as to con- 
<^sio]}s wc^ interfering with^ private tramway 
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enterprise, probably because the investing public 
did not luiderstand them, and because the original 
promoters, who did undesstand tHCm, “generall}^ 
“cleared out as quickly as. they could, Jooking for 
“their profit to an inflated capital, rather tflan to 
“ a steady invqptment weld.” ' Investors Soon, how- 
ever, became shy; andlthen trade" was undoubtedly 
checked. The hjcrmful result these clauses was, 
moreov^, especially notioeable at this tfm^ because 
of the introduction of electricity for moljve power. 
Private •companies owning expiring concessions 
could not Mford to electrify their lines ; tor the 
terms of the concessions ^ve them no induce- 
ment to invest fresh capital, and made it necessary 
for them to p<ay away in dividends all the profits they 
could possibly earn with horse traffic during the 
remaining years of their industrial life.® Before 
1896 only about 20 smiles of electric ■ tramways 
had been coiikructed in England and Scotland; a 
figure to be contrasted with the 10,000 miles 
laid in the Unite<J States at that period, where 
the terms of concessions are even too liberal.* 
“The social economic and industrial loss which 
*“ Great Britain .has suffered through being for^ th® 

“ first time in her history behind other countries in 
“ fidopting a hew invention of first-ejass importance 
“js liter^y incalculable.” I* may -be possible to 
point to an • individual city which hwi “gained 
“ ultimately by its dilatoriness ” .with regard to 
electrical improvements ; because ib is possible that 
while it has 'been lying fallow and doing nothing, 

. T-. ^ 

^ J^momic Jourrutl^ Vesdy Knox, Qe<jNmber 1901, p* 504. 

* M.T.R., Qs. 1212, 1462. 

* Economic J<mma^ Vesey Knox, Decenfber p. 606. • 
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other cities may have been trying and rejecting 
various inventions. Glasgow, for example, may 
have relied “oh other (people’s experience” with 
advantage yto itself ; but,, if all^ the world were to 
follow' this example, no progress whatever would 
be madel' Though delay may ‘VM>metimes be 
advantageous, it is quite ceirtaiu that any regula- 
tions which tend to check th^^ investment of 
capital in any locality wiU in the lohg run have a 
most injurious effect on that locality. 

(28) Experience, therefore, proves that limited 
concessions in England have worked ^hry unsatis- 
factonly;^ and it has often been assumed that the 
harm done is to be attributed to the fact that the 
period before the purchase rights came into opera- 
tion was short, and that it was not due to the con- 
ditions attached to those purchase rights themselves. 
Twenty-one year concessions were granted to electric 
lighting companies., under the Act of 1882 ; and, 
when it appeared that this trade was stagnating, the 
period was increased to forty-twp years by the Act 
of 1888.* This I believe to have been a movement 
in the wrong direction; the reform really most 
needed in such cases being an alteration in the 
method and not in the date of the possible purchase 
by the municipalities. 

(24)' It appears to»^be commonly supposed that 
a cj|y, by retaining the right t6 piuvhase the 
property of pri\;^te companies on “good” terms, 
can thus prevent the shareholders in these companies 
from reaping excessive or illegimate benefit; from 
the concessions granted to thenu This inception 

* * M.T.R., Q. 2811. Mr S. CSiul^oIin. 

ft. 829. ‘ * IbUL, Qs. 54, 1646. 
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is, however, almost entirely erroneous. It has 
already been pointed out in a previous chapter that 
when municipalities retain the right to buy out . 
private proprietors on 'terms that appear \p them to 
be “ hard,” the inevitable effect is to force these pro- 
prietors, whilst^,tl»ey have the power to do* so, to im- 
pose a tax on the :^oo^s sold by them, not for their 
own benefit, but fir the benefit of either the public 
or the consuir sr of the future. There is ‘no justifica- 
tion for a tax being thus thrown on the 'consume: 
whilst the works are in the hands 'of private 
proprietors^ond price to be paid for gas, for 
example, should in these circumstances be th«-«iGL*.tr'”* 
as the price which the consumer would have had^ 
to pay had the municipality itself taken the gas 
supply in hand. It follows from this consideration 
that, if no undue burden is to be thrown on the 
consumer during the, concession period., the price 
to be given' to the private proprietors at the end 
of that period must not be less thsm the amount 
which the municipality itself would have expended 
in erecting the works at the date at which the con- 
cession was granted, a due allowance being,diowever, 

* made for dep^ciation. Harder terms than these 
cannot be justified on economic grounds ; and by 


no terms, however hard, can the burden 'in reality 
])e thrown l>y the public fin to Qie shoulders of 
the shareholder!). « ^ 

(25) If, as above .suggested, municipalitieis*retain 
the right to purchase the wor^ on th^ basis of 
the original cost, they will at any time be able to 


captqre^ the increment of value by exercising this* 
righti and by either nlanaging j;he works themselves, ^ 
or releasii^ thefh to private . proprietors. It,u, 
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however, eiqually true that in certain circumstances 
they may capture the decrement of value by such 
. piux:hases. If, ' for exapiple, a company erected 
works wh^ch were either unnecessarily costly when 
erected, or which became obsolete through circum- 
stances which could or could not h|ve been fore- 
seen, a municipality wishing pbrchase these works 
would have to pay under this ifystem of valuation 
for blunders or for change, s in conditions for which 
it was ia* no way responsible. Full responsibility 
and ftill penalties for all mistakes should, as far as 
practicable, be thrown on conlpipiiies •^•undertaking 
uic nianagement of monopolies ; and this considera- 
tion, no doubt, creates a difficulty in selecting a 
suitable system of valuation. This subject will be 
further discussed in a note at the < end of this 
chapter. Here it is sufficient to remark that the 
method of valuation adopted should be such as 
would produce no deterrent influence oh the ovTiers 
of capital, and that the public would in the long run 
not only gain nothing but would lose much by 
attempting to squeeze the investor by retaining 
purchase rights on very onerous terms. 

^ (26) Thus the granting of concei^sions for short ’ 
periods with hard terms of'purchase not only cripples 
trade, but such conditions cannot be ‘justified by 
considerations hiiving reference either to the publiq 
or to the comumer. This system should therefore be 
abandoned, and either the concessions should be 
lengthened, or th^ method of valuation should be 
altered. If the concessions were never granted for 
*tess than forty or fifty years, plenty of time ^ould 
^ be given to the TOmpaciies coiIcemM to prepiue for 
thq day wheh they jnight be bought *out at a loss ; 
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and neither would the price of the goods supplied 
have to be materially raised in consequence of* 
this possibility, nor would j^romoters* be seriously 
hindered by the risks thus involved in theijr efforte 
to' raise the necessary caprbal. Thus, fn these 
respects, the lengthening of concessions wpuld be 
very advantageous. .In pother respects it would, 
however, beharmful » for all the objections previously 
urged against perpetual concessions hold* good as 
arguments against long term concessions, &ough, 
of course, twith diminished force. The alternative 
remedy of alforing method of valuation should 
therefore be adopted in preference. If the righ4H»^ 
buy the property of private companies’^re retained 
on such terms that no loss need reasonably be 
expected to fall* on the shareholders, then there 
would be nothing to frighten away capital. Con- 
cessions for short periods, be they never so short, 
will not cripple trade if granted on reasonable 
terms. 

(27) But if concessions are to be for short 
periods, how short sliould these periods be? The 
definite naming of a date at which a chan||e of 
o\^ership may ta[^e place is in itself sufficient t6 
make that change more probable than if no .special 
date were named. The public get the idea that 
soiqpthing ought to be done at l^e teriQinatioit of a 
concession; an4 the advocates of Municipal Trade 
are likely to find their demands for public manage- 
ment granted at such times withoutVdequate^ con- 
sideration. There would in reality be less risk *of 
hasty a^off if municipalities retained the .right to 
purchase private woVks &t all tiqnes ;* because the 
establishment of •& faiunicipal industry ^ould in , 
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tiiese circumstances alwa3rs appear to be an in- 
novation, and one not specially called for at the 
moment. Another objection to granting concessions 
for a definite number of years is that the conditions 
imposed are generally such as make it difficult to 
carry on the business when the di^ of the possible 
purchase is approaching ; land American experience 
has certainly bean that “\<^ierever there was a 
“term franchise about to expire', there was strife”' 
For th^ reasons it would appear best to grant 
concessions perpetual in form, but containing clauses 
which would enable the municjpalitiaa' concerned to 
•pSkrthase the works whenever they liked; a view 
which is noViT shared by several English and 
American authorities. Under such rules it is true 
that municipalities would have the power of vetoing 
the actual commencement of operations by any 
.company by using its right of purchase directly 
a concession w^ granted. But iii these circum- 
stances it should be enacted that Local Authorities 
should both refond all legitima|;e formation expenses, 
and, give a guarantee that they would proceed forth- 
with /\vdth the work themselves. Such a power of 
veto would not, therefore, be recklessly used.® 

(28) It is possible lliat, under certain exceptional 
conditions, this right of purchase should be denied 
to nfonicipalities. ,.To take an extreme exan^ple, 
where a, tramway runs across af small part of a 
district imder one Local Authority, thus connect- 
ing t;wo separated parts of a district under another 
Local Authority, it would be absurd to place in 
the hands this first Local Authority^ the power 

* “Bdations betwecao Cities Ind Street Railwaj^ Companies,” 
IfaaBaehxiaetei, 1806, p. 111. • <, 

> Qs. 1818, 1688. / 
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to damage the whole tramway syston by purchas- • 
ing this small connecting link. Moreover, even' 
when all the public bodies concerned as« anxious to , 
buy out a private company ^ding in several areas, 
it would be advantageous to insure that ift>me 
permanent schgne of joint action should be 
formulated before the |purchase 'Aras concluded. 
For both these re^ckis, and following closely the 
example set by •existing I^ght Railway Orders, it 
should 4)e enacted that, when the operati^i& of a 
company axtend into more than one local mea, 
and when ai^ one «ot the Local Authorities con- 
cerned objects to the sale of «ny part of the works 
to any other I.ocal Authority, such^lSSl^ should not 
be permitted to take place except with the consent 
of the Commission. Possibly other exceptfonal 
contingencies would have to be guarded against; 
but these would be only exceptions, and the right 
of purchase at all times should rgnain the rule. 

(29) It is undoubtedly true that concessions 
under which no rights of purchase are retained 
have the advantage that they produce the Jeast 
possible tendency to corruption. It is towards 
tfie end of a concession period that illegitiniate , 
efforts to secure the rendival of the concession 
on 'favourable terms are most likely^ to b^ made; 
but if the* concession is irrevocable, there ^ill be 
no such recurrent periods* of temptation. This 
being the case, it may be urged that to a&ow 
municipalities to have the right of purchase at 
all tinjes would be to keep a running sore ^r- 
petually dfien ; and there is, no doubt, much truth 
in this 'contentioiiu Ih the •United States, the 
tramway compaities complain that they are con* 
\ # • •! . 
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“tinually assailed by members of the City Council 
*‘with measures partaking of the nature of blackmail ; 
“and, on the other ^and,” the Local Authorities 
hold that the companies “ are continually engaged in 
attehipts to obtain special privileges by corrupting 
membens of the City Council.”* o^ut if aU ques- 
tions relating to the gran|||ng and interpretation of 
concessions were < dealt with* by an independent 
judicial Commission, th^ advantages to be derived 
from bribing elected bodies, and the possibilities of 
blackmailing companies would be very greatly 
diminished. The increased security against cor- 
reptksn is one of the very strongest arguments 
in favour of tnc formation of such a Commission as 
is here proposed. 

( 80 ) The main object of retaining the right of 
purchase at all times would be to safeguard the 
interests of consumers as regards the price and the 
quality of the gopds to be supplied, and to capture 
the increment of value. To attain these results 
it would, I believe, seldom be , necessary actually to 
appl^ to the Commission to fix the price at which 
the c«*mpany’s property could be bought; though 
, hi extreme cases, this might have be done before 
it would be possible either to make a new arrange- 
ment ttdth the old company or to" lease out the 
works ‘ to new managers. The* indirect effect# of 
municipalities having the power of purchase in the 
backgroimd would be to enable them in nearly all 
cases (o get satisfactory terms by negotiating with 
the proprietors. Every effort should certainly be 
made to «avoid litigation before the Commission ; 

“ Relatiqps between Cities end Street fifiilw^s,” Massachusetts, 1^98 
f». 118 . 
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and, with this object in view, concessions should 
contain clauses intended to insure that justice should 
be done for as long a {teriod as possible to all the 
parties concerned without ayy change beijfg made 
in the concession itself. Arrangements for *this 
purpose, such ask* sliding scales of prices aAd rents 
dependent on profits, are|i)ecessary when concessions 
are granted* in peijletuity ; though it is true they 
can only work ^frell for short periods. Profit must 
vary widely during long periods on account 9 ^ causes 
beyond the control qjf the management; for the 
cost of prodifl'llon must change with every change 
in the price of labour and of* raw maj^imli, *^>iich 
arrangements can be little better ^an temporary 
makeshifts ; and ,they do not obviate tlie nece^ity 
for providing ortiasions for free bargainings between 
the private proprietors and the public. All that 
can be done 1^ such expedients is to make these 
bargainings less frequent; but as (this result would 
be advantageous, it would be desirable to include 
arrangements for sliding scales of prices or variable 
cents even in terminable concessions. • 

^ (81) The object of including these arrangeVien^s 
in terminable coneessions would be to facilitate {he 
safeguarding of the interests of the public. The 
eff'ect of "the two suggested arrangements would, 
however, be very different ; for, with ■sliding* scales 
of prices, the •consumer ofily would be«affecl;^d; 
whilst variable rents would be designed purely for 
.the benefit of the ratepayer. WMch should ,be 
adopted ought to depend on the particular circum- 
stances of each ease. Sliding scales«of ;^rices are 
said to Mhve worked w^ ; ^ bitt* they aip open to 

> “The State in Belation to Trade,” Lorj Farrer.p. 90. ' 
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the objecti<Hi that they are easily evaded to a certain 
eictoit ; ^ and that it is sometimes impossible to make 
reductions ih price except by rather large st^MS. 
For exftmple, penny tramway fares practically could 
not^be reduc^ by less than 50 pa: cent. Rentals 
vaprin^ with profits, which are 'Aot open to this 
objection, have already b^n advocated as a means 
of capturing the'* increment ‘ value." They are 
said t^ be objectionable because* they afford an 
opportunity to municipalities to squeeze* private 
proprietors in an undesirable manner iT but there 
would be little force in this ar^ment if the 
defelslou “t: v.|o the tertns of concessions were placed 
in the hands^ uf an independent commission. If 
the rents levied were large, ,they would be 
equivalent to the imposition of * a tax on the 
commodity sold, which might be objectionable. 
But in many cases such rents might be levied 
in moderation on the holders of municipal con- 
cessions without harmful effects, provided that 
certain conditions were adhered to. The terms 
of ^.he concessions must not be so hard as to 
prevent promoters obtaining sufficient capital; and 
th/? necessary capital will be attracted in the method 
most advantageous to" the public if the investor is 
made to fee) as secure as possible of obtainii^ a 
moderate return onr his investment. No provision 
shquld therefore be made for chat|^g a rent whilst 
the receipts w^ insufficient to pay more than 4 
or, 5 ^r cent, "on the sum Intimately invested iq^ 
the enterprise ; whereas a consideraUe j>roportiQnid 
part of finy guiplus earnings over and above this 
minimum, net profit might'^ wil^ advantage be n^e 
1 Q. SOTS. 
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to pass into the public purse. Certain practical 
considerations are said to make gross receipts better 
than net profits as a basis ^r calculAting variable 
rentals ; but certainly^ the profits are pfeferable 
for the foregoing reason.* The worst system ^liat 
could be adopted* would be the payment of*a lump 
sum down by the promoj^n^ in lieu of a rent, og, 
in other words, the 'sale of concessions. These are 
the main considerations which should be |ieid in 
view in*deciding which of these automatic piethods 
of adjustment should be included in concessions.’ 

(82) It wiH*be reqiembered that in Massachusetts 
the Commission is given the power (if wbirnii'il^y 
ordering the reduction of prices is^the conCroUed 
trades at any time. It would be necessary to give 
some such power to the Commission in those 
exceptional cases where they are pennitted to 
prohibit the sale of works to municipalities; but, 
as regards all other cases, it appears to me that 
this is somewhat too drastic a method for general 
adoption. Prices cai^ best be settled by bargaining 
between the vendor and the customer or his r^re- 
sentative; and that is the method here sugg^sted^. 
There would, however, be considerable advantages 
if the parties in the dispute *coul^ obtain from the 
t^hnical Comifiission an expression o/ opinion as 
to «the priee to be fairly charged, • the (^ality 
to be supplied,* Or any other disputed point i^th 
regard to the concession ; for such an opinion would 
very often be accepted and useless controve^ 
\hereby^ avoided. It might with advantage, there- 
^ ^ 0 
> M.T.R,ft.l613. * • • * 

Essays on Taxation,”* Seligman, 1895, p. 198; ^Economics,” 
Marshall, book chap, xiii., sect, 6. * ^ 
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fore, be enacted that the Commission could always 
be called in on the demand of either party to give 
a decision oh such dispute points; and that for, 
say, thb next two years, jthe valuation should 
be decreased by 5 per cent, should the private 
proprietors refuse to accept the (decision and in- 
creased by 5 per cent, shojpdd the Local Authorities 
persist in purchasing the worksr.^ 

(88^ Many companies,pwning perpetual concessions 
such those managing English water- works and 
gas-works, are not permitted to pay more than a 
certain dividend, and are bound,, to abiJOrb aiiy surplus 
prdftt»^^jij^uctions‘ in the prices of the articles 
supplied, objections to this plan depend on the 

fact that when this statutory limitation is reached, 
the' private proprietors no longer feel any incentive to 
economy. Take the case of a gas-work company, for 
example, paying its maximum dividend. If a change 
in the conditions of trade takes place, and if, in 
consequence, prices are reduced, the company may 
subsequently find itself forced tp raise its prices again 
to l^e old level in order to be able to continue to 

f ay the maximum dividend. The displeasure of the 
ipcal Authority would probably thus be incuned, 
and such displeasure* is always to be avoided if 
possible. A^ fluctuations in the conditions of trade 
are of constant occurrence, it wduld generally bq, far 
more adyantageous for«a company in these circum- 
stances, instead of reducing prices in good years, to 
diminish its receipts by such expedients as the erection 
of unnecessarily costly buildings ; a pt^cy wfpch has, 
I believe, a^timlly been pursued, With ^ordinary 
sliding scales of prfi:es the public do not as'^a rule get 
a sufficient advantage from causes ‘producing a ri^ in 
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dividends from, say, 5 per coit. to 10 per cent., ther 
latter being assumed to be the statutory limit; 
whereas the absolute prohibition of *an increase of 
dividends above thatjimit iy an arrangem^t which 
aims at grasping too much. Some monetary in- 
ducement to cdhduct business' economically should 
always be held out to prwate proprietors, and a rigid 
limitation bf profit^;* sihptnd nevei* be enacted. It is, 
however, hardly necessary to lay down 4Py such 
prohibition with concessions terminable at* will; for 
tlie possibility of fieijh arrangements being made if 
ever profits *Silioul^ appear excessive would make 
any statutory limitation of dividends alnaostrH dead 
letter. ^ 

(34) There are other matters connected ^with 
concessions which require consideration, but which 
will here be but briefly touched on. In the first 
place, there are obvious disadvantages in all cases in 
a wide divergence between the actual investment of 
cash and the nominal capitalisation. We are now, 
however, only concerned with the special disadvan- 
tages felt in the case of companies owning municipal 
concessions. Whenever a sliding scale of pi^'es^is 
inserted in a concession, it is necessary to see ^hat* 
this^feguard is not evaded *by watering the capital 
of *the company. For this reason alon^, the 'existing 
regulationi^as to th& sale of new issues by auction by 
gas companies «lfould be included in all qpnces^jions 
terminable at will; and all the oth^ precautions to 
^prevent over-capitalisation, such as those ba\^ng 
reference to *the making up and publication of 
accounts, ^ould. be included, even they should 
not be 'strengthen^. * An Aet was jpassed in 
Massachusetts to*the effect that “'No gas companys 

n ^ • 
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shall transfer its fi^chises, lease its works, or 
“contract with any person, association, or corpora- 
' “ tion to carry on its works without the authority 
“of the\ Legislature ” ; and ,the existing powers 
possessed by oiu Government departments for pre- 
venting %uch proceedings should Be transferred to 
the Commission, and perhaps strengthened.^ When 
works are bought by Local JiVwfhqrities, oier-capitali- 
sation wjll, moreover, be ebjectionablft because it will 
tend either to make the price paid excessive, or to 
cause suffering to investors labquring under false ideas 
as to the value of their property. 'lUere are cases 
in IhS-i&iisited States' where tramway “companies 
“stan<i charged Vith capital stock, bonds, and other 
“ indebtedness nearly or quite ten _^times the actual 
“ cash cost of construction and equipment.” * English 
legislation has been more effective in checking 
abuses of over-capitalisation; but the recommenda- 
tions of the New York Committee on tramways 
that the consent of a commission should be obtained 
to all capital issues might be adopted with advantage 
in the case of all companies holding municipal con- 
cessions terminable at will.® 

I ,(35) It is obvi<^us that all questions or capitalisa- 
tion and all disputes about prices would be more 
easily ^ealt yrith if both the works and the bobks 
of th^ company wete open to " inspection by Ahe 
mupicipayty and by a commission; a provision 
frequently included in German concessions. With 

^ Quart, Journal of Economics^ July 1898, “Bostoq Gas,” J. H. Gray,® 

Pv 437. ' „ 

* “ Report^of tli%Committee on the Municipal Ownership o&Railways,” 

New York 1896, vol. i. p. g.* ‘ ‘ o 

* Ihid.^ p. See also Qimt, Journal of Economics, November 1)000, 
•Ripley on “Cajitalisation.” 
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competitive trades there may be some reason in a* 
demand for secrecy; but, with monopolies no such 
excuse for holding back, information can hold good. 
When granting a concession to a private cpmpwy, I 
see no objection and many advantages in the •public 
retaining every«^ possible rign of^ inspedtion and 
examination of works ^d documents; and severe 
penalties should b^ iilbluaed for ^filful falsification of 
accounts. In dlectric ligh9 orders there is special 
clause requiring an audit by the Board of IVade,’ It 
is, however, worthy o^ consideration wliether it nould 
not be bettef*to permit municipalities, or the Com- 
mission if several municipalities were eiAidSirhed in 
one concession, to appoint an auditor, whose audit 
the shareholders^ might accept if they liked. , 

(36) To retflm for a moment to the subject dis- 
cussed in the last chapter, namely legislation affecting 
hlunicipal Trade, we find that the “ gas and electric 
“light commissioners of Massaclmsetts have ample 
“powers to prescribe the way in which all accounts 
“of municipal gas ivid electric plants shall be kept. 

In addition to the annual sworn reports of Ahese 
“ accounts, which must, according to law, be niy|de ^ 
“the commissioners, they have authority to deir^md* 
“additional reports in any detail whenever, they so 
“desire. The commissioners have exercised their 
“ powers through an elaborate Set of rbles anJ forms 
“regulating all \he accouifts of municipal gas'«and 
“electric plants. The annual reports of the com- 
,“missioners contain the substance* of , the teports 
“ horn . all of the cities and •towns owning gas and 
“electBC systems [m Massachusetts], aand'constitute 
“the mdst important and acchfate body of data 
» M.T.E., Q. 869. * , * 
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'“.relative to such municipal plimts that has ever bear 
“compiled in the United States.” ‘ It is most im- 
* portant tjbat municipal accounts should be compuable 
one ijrith another, and also, as far as practicable, with 
the accounts of pri^te companies undertaking the 
same traide; and, if 'this desirable *ieresult is to be 
aildved at, a certain uhifonpity of method must be 
insisted oi). The Cbmmissidn hbrQ suggested, though 
established primarily with the view bf dealing with 
question^* affecting private trade, should also* be en- 
trusted with aU questions affecjting municipal trading 
statistics ; and, to enable them to peribVm this duty 
satisfaqEoHty, they should have the right to inspect 
the works and bdoks of all municipal trades, as well 
as of all private trades managed under municipal 
concessions. * 

(87) Another question worthy of consideration 
is the distribution of the T^ork to be done in the 
streets in connection with water, gas, electricity, 
tramways, etc., between Local Authorities and 
private managers. Even in eases where private 
proprietors own all the plant in the streets, munici- 
palities should, nevertheless, have the right to under- 
' take certain portipns of the work ' in the streets at 
the exppnse of the company (as is the case at present 
sometimes with English tramways) ; the Commission 
being called 6n to decide disputed questions.^ A.s 
to tramways, there is, hbwever, much to be said in 
favour of a systfm “ not unknown in Great Britain 
“ and * elsewhere, but to which the experience of, 
“ Grermany is more especially tending — a . system 
“ under ^hick the mimicipali^y •both * ovms and 

1 The JouvuH of PeiiXUeai Economy, UniTeimty of Chicago Press, 
(Alton D. Adams, March 190S, p. 228. * * * 

* Q£.896, 184% , 
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"controls the whole surface of its sireetsj whether. 
“ paved with other material or with iron, and leases 
" to a private company the ri^ht to run vehicles over 
‘‘prescribed routes on tracks therein specially pro- 
"vided.” In considering the application bf stich a 
system to other^drades beside^tramways i^ must be 
remembered that it would be wise* always to leave 
the construction of cuc& parts «f the works tis are 
of a high technical nature to the proprietors who 
will be* responsible for the working of th^ System. 
The same% remarks apply to all work of an exjieri- 
mental charnuCer ; ^d, for this reason, new systems 
should be entirely constructed by the . companies 
concerned. Moreover, difficulties plight arise ^ to 
the responsibility for accidents under any divided 
system. But i^ihese limitations are carefully hdid in 
view, it appears to me that the general policy should 
be “to have everything pertaining to the street 
“ and pavement pass into the own^hip of the muni- 
“ cipality at some not remote fiiture time, leaving the 
“ municipality free ”,to enter in fresh contracts with 
private proprietors from time to time ; and this not 
only with regard to tramways, to which these^'ords 
were intended tQ apply, but as far as may oe %o^ 
other street disturbing mondpolies* as well.* * 

• (88) To summarise the foregoing conclusions, we 
sef that the. preseAt system of granting conocssions 
is not satisfactory; that j^reformed system should 
be introduced under which all questions concerning 
future concessions should be placSd in the^ hands 
of a judicial* and technical .commission ; that Ihis 
Comnyssioh shquld grant absolute ^onppolies to 

4 “Belafiou between^ Citj^ and Street Bairways,” Maewchnsetta 1898, 
pp. 29 and 30. * • 
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..private proprietors under concessions terminable as 
a rule at will by the municipalities concerned, the 
existing rules us to valyation being materially modi- 
fied; and that such concessions should include, as 
far ai^ practicable, sliding scales of prices, or variable 
rents (one or both), ^d also provisii^s giving to the 
Commission and* to the Local Authorities the fullest 
powers of inspection of (Hvoxks and documents. 
Since no Concessions, hoiyever skilfully worded, can 
continuTe'to constitute for a long period a ruitable 
bargain between the public and the private pro- 
prietors, it should be so arranged that the Com- 
mission could be called in at any time to facilitate 
negpti^dons for 4^he granting of a new concession 
acceptable to all parties. 

(f{9) When we pass on to consider how far it 
would be expedient to apply such a system as is 
here described to existing companies which own 
perpetual concessipns, we enter on 'more difficult 
ground. It would generally be admitted that if 
there is reason to believe that it would be advan- 
tageous to municipalise any trade, the State has 
the i^ht to buy out the private proprietors at an 
, e4uitlable valuation. If this be admitted, it certainly 
follows that the State hds an equal right to cancel a 
perpetufil concession and to impose ftny new condi- 
tions, provided that equitable compensation be gi\pn 
to the private proprieJ^rs. This* compensation 
should be equal to the diffirence between the values 
of the, property ^before and after tliis cancellation of 
the‘ concession, both .the values being es^mated 
on the same system of valuation .as is'hel^ to be 
equitable in the ca$a of pufchas& of going t concerns 
^r the purpose • of establishii^ municipal tradSes. 
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And here we have to consider wMch is^ best; to 
municipalise an established trade, or to grant a 
terminable concession to the company managing it 
in the manner above suggested. • 

(40) It may be urged tRat a municipality jivould 
never pay moqpy down in ojjQer merely to Acquire 
an increased power of cont^l over a trade; and, 
that whep perpetual |oncessiq{is have once bbcn 
granted, the ^nlj^ placti^ choice is that between 
the fisting condition of things and *rauiiicipal 
managen^pnt. *To consider this point, lei us lake 
the case o£**gas-wolVks in the hands of a private 
company, and let us in the, first place tissume. that 
the trade is thoroughly well managed andJ^hat the 
prices charged are moderate. In Ihese circumsiances 
no immediate; •public benefit will follow either the 
municipalisation of the gas-works or the granting of 
a new concession ternjinable at will to the private 
proprietors ;*and the municipality would be tempted 
to let matters alone. But it should be remembered 
that the compensation for tlie substitution of a 
terminable concession with a fair system of valuation 
for a perpetual conc^gjton would not be lar^ ; and 
•ft would ^bably be wise to pay a moderate sum, 
not for any immediate benefit, tbut as a safeguai^ 
as regards Jhe future. Next take a case where the 
gas-works were well manage^, but ^here tj;ie prices 
charged werg high. In these circumstances, if the 
works were left in priv^e hands, and if new •condi- 
tions were imposed necessitating a^eduction in prices^ 
a considerfl$>le sum wpuld have to be a^^luded to 
the jproprietors as compen&tion for any losses thus 
imposed upon*thcmy .But, if* in Ae i&me circum- 
stances the works were mumcipaliseih and if the 
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prices were then reduced in a similar manner, the 

loss Mling on the town would amount to about the 
^ same sum as .the compensation above mentioned, 
granted, ogain, that there was no change in the 
efficiency of the management. ' Lastly, if the high 
prices Charged by the toivate proprie^rs were due to 
bad management^ and vf in consequence the profits 
ma!de were not large, then (^he^managemj^nt would 
be somewhat more likely pj b6 set rjght by a com- 
pulsory ti^sference of the works to another co^ipany 
rather thw by municipal management ; grapted, that 
is, that the views here express^ as ttonthe relative 
merits of public and priyate management are correct. 
In short, if in truth such a system of controlling 
private enterprise is here suggested is, on the whole, 
more beneficial than the system of Mpnicipal Trade, 
then that system could and should always be adopted 
in preference to Municipal Trade. 

(41) The proposal to enforce new conditions on 
the holders of perpetual concessions would at first be 
opposed on account of its novelty and on account 
of difficulties connected with the necessary valuations. 
But, if these new regulations were adopted in all new 
concessions and at the termination of all expiring" 
firamvay and electric lighting concessions, experience 
would soon tell whether they were or were not on 
the whole beneficial ; a^d this proposal would quickly 
begin to wear a very different aspect.* Jf terminable 
concessions |>rOved to be a\irccess, there would then 
^be little difficulty ;$n substituting them for perpetual 
concessions, due compensation being giyen for the 
loss inflicted on the private proprietors. As part of 
that compensaih>n, hetunicip{dities nught bqy 'the 
land oWtsiM <by the, companies, receiving rent for itt 
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or, what would come to much the same thing, th^, 
might guarantee the debenture interest. By some 
such arrangement as this, th^ compensation payable 
might, at all events^ be (^nsiderably diihinished. 
But, whether the privilege would be mudh uSfed or 
not, it would ^ my opini(m be right Jthat the 
Commission should have the^powei* at the demand 
of any municipality* of ^^ciding on the compensation 
payable to the«owners of iperpetual concessions on 
cancelling these concessions, and of deciding *on the 
terms of the new concessions to be issued in tneir 
stead. ^ 

(42) In conclusion, it shoald be understood that 
the proposals here made for the re^rm of legisf^on 
having reference to the private management of 
monopolies should be considered merely as tentative 
suggestions. My object has been to show tliat much 
remains to be done in* this direction, and that, in 
considering tlTe policy to be adopted for the future. 
Municipal Trade ought to be compared with private 
trade conducted un^er far more efficient safeguards 
than those which exist at present. ^ 

• Note . — Valuation is a matter for experts to deal with in 4ptail ; 
and, not being an exffcrt, these no^s must, even more thai% the * 
matter in the text, be regarded as tentative only. There are 
several po&siblc methods of valuation which could adopted 
when the right of purchase is reserved j)y municipalities ii^ termin- 
able concessions. • ^ 

(1) The market*value ; or th^i|(Hce which would have to be paid 
by private purchasers in the open market for agoing concern. This 
is obviously* the right basis of valuation when a company owns a 
*peipetual concession, and when the works are being purch&sed 
compulsorily under a private Act of Parliament ; for in such cases, 
if it 1^ once admitted, that jt is right to give ftss than the 
market vaNie, then th^ is no logical rSsting-place until complete 
confiscation is reached. 'Whether any additional sum should 
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c given on account of the purchase being compulsory in cases where 
there is no just cause of complaint against the private proprietors 
need not here be,, discussed; for such purchases are not novr under 
* consideration. The market value of a going concern at the end of 
a concession period, when rights of purchase are retained, depends 
on thff temls by which those purchase rights are reserved; and 
the phrase marhei value Wnding alone be^mes meaningless in 
these circumstances. « It wotild be possible to^estimate the market 
vabie of an undertaking with a terminable concession on the 
assumption that the c(rncession h^^ been granted dn perpetuity. 
This method* has the advantage ^^hat it would encourage proprietors 
to continue to develop their undertaking to the end of their con- 
cession peAod, because, market prices beingi influenced by pro- 
spective profits, they would reap s^‘me benefit f?6m judicious 
expenditure before it became productivp. The* Bbjection to this 
valuation is .that it hands lOver to the proprietor the whole of 
the increment of value, except such sums as are obtained by means 
of \!iliable rents or slfJing scales of prices ; expedients which are, 
howeyjDr, never quite satisfactory. A more^ serious objection to 
this valuation is that, when valuable rights • over public streets 
have been granted to private proprietors for little or no valuable 
consideration, the public would, under this system, have to buy 
them back at their full market value. There k no reason why 
the public should pay" anything whatever for bu 3 ring back rights 
they freely grant to private owners for a period of years only. 

(2) The mm invested ; or the amount pf cash actually invested by 
the existing proprietors in bu)dng their property and in developing 
it. Tlie objection to this valuation is that it may include money 
paid corruptly or injudiciously in acquiring the concession, mongy 

, expeifded on faulty works, and sums representing the inflation of 
capiCal occurring through anf^lgamations or at the transference 
of the property from previous owners. To *guard against i;hi8 
evil, and to insme that the sum actually invested should always 
cn^mspond with a'sum representing the proper and legitimate ca^tal 
expenditure ^on the enterprise ^uld certainly* necessitate an ex- 
cessively strict control by the ofeite; and even such a control 
would very likely ^lot produce the required result. For this 
reason this system of valuation should be rejected. * 

(3) The legUimaie capital ^expenditure ; or the capital expenditure 
which wouldthav(^been^ incurred by original proprietors acquiring 
a concession direct from^the State tind oflly expending ^efr capital 
in erecting at fair prices the actual works in existence, and in 
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a reasonable allowance for wear and tear, dependent on the state 
of thd works. The objections to this system are %s foUows : — (a) All 
capital expenditure would cease for% long time befor^the close of * 
the concession period, because inv^tments are as a rule at first 
nnremunerative. This objection, whick ai)plie8 equally to the last- 
mentioned system qJ valuation, migh^^ met by includiiig in tlie 
valuation a sum representing intcresyat a diminishing rate on all 
authorised capital expenditure incurred during a short period l^efore 
the valuation! took pl£^c. •JlJler concGSillons giving municipalities 
the right of purchalie a.t all times, ^)roprietors would tRus be secured 
against ^tual loss from new developments ; and theyireulfi there- 
fore continue to make i)rogress in the reasonable e^pectat^ r: of 
being alloweAto remain in possession. (/>) Legitimate iuc» v*|#oiation 
expenses woulcfliave t<^ be included; and many years after the 
granting of the concession they weuld be to estimate. 

(c) If the proprietors erected unsnital)lo works, the putd ic w ould 
have to jmy for their blunders, (d) Th^ proprietors nJSjWiave 
erected works widely were the most suitable that coulil ha^o been 
erected at the and they may have built them in the most 

economical manner ; but, at the date of the purchase, such works 
might be quite out of date, aqd, even if they were not so, it might 
be possible to iuild them more cheaply. The public therefore 
might under this system have to pay inflre than if they had to 
erect new works, and might, into the bargain, tecome possessed of 
an obsolete system. Omthe other hand, the jmblic would not be 
worse off than if they had erected the works themselves at the date 
of the granting of the concession, and it is not therefore anSnequii- 
(fbh sytitein for a $hort period after the roneesi^ion hatt been ijranted. 
The advantiige of this system is that it is the method uiosf calcuj 
lated to attract capital, and that, ^th it, cf)ncession8 may bc*either 
for short j)eriods, <5r the right of i)iirchase at all t imes may®be retained. 

(4) The replacement emt ; or the cost at lift date of purch^e 
of building work.s capable of producing fiic same outpiyj^ « 
the works purclififtjed, less aiiaHowance for we/ir yid tew. iTie . 
objections to this system of ^Suation arc as follows : — (a) The fact 
that the valuation depends on the co.st %{ erecting something ^ 
different from that which is bought introduces consideAble* diffi- 
culties? as, for example, with reference to the necessary allowance 
for wear and tear. Jo obtain a correct ^aluatj^n, tl^e value of the 
plant 'as^t stands must first* be ascertained, and this sum must , 
tBen be deducted from the estimated valuc^ of the ^me plant when 
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new ; the difference between these two estimates, or the allowance 


for wear and tear, mast then be deducted from the estimated cost 
of new works of thp most approved pattern which are estimatsd to 
be capable qf producing the same output as the old works ; and thus 


the correct valuation is finally obtained. « Three separate valuations 
are, thdrefore^ necessary. (&) By this method of valuation as above 
defined, no i^lowance is ma^ for formation e^nses ; and the cost 
of erecting new works may b^less than the original cost of erecting 
thefvorks which are being sold. For these reasons the sum received 
by the proprietors is likSly to be ltr:^,tha^the sum*actually and 
necessarily ex^nded by them, ^e result wouM be either that the 
capital w(fald not be forthcoming, or, if it were forthconv'ng, that 
the consumer would be inequitably taxed duling the concession 
period. This constitutes the chief objection to tj^is system ; for it 
necessitates long concessions being granted« * ^ 

Thus it appears ^hat iSne ^legitimate capital expenditure is the 
best basis <Dr valuation for short concessions, and that the r^lace- 
menl'^eiost is the best '‘basis for long concessions. The cost of 


erecting electric lighting stations fell very rapidly a few years ago, 
and a purchase at a replacement cost valuatidn shortly after the 
granting of a concession would have inflicted a very heavy loss on 
the proprietors. On the other band, when bupng up gas-works. 


for example, after they had been running for mere than half a 
century, it would be absurd to make the original cost of the works, 
including the original formation expenses, a main consideration in 


the valuation. Thus, if municipalities ^ to have the right of 
purchase at any time, a compromise between these two systems 
should ^e adopted. The following system is suggested. The price 
to ^ ^id should be, for each part of the work capable of separate 
ralua^ion, whichever is the greater of the two following valuations : 
— (A) The legitimate capital eScpenditure, plus some allowance for 
interest on*' capital shortly after its expenditufe, and minus an 
allowance^ for weaf and tear, less (soy) 8 per cerd, per annum for 
en^f year eince the expmdimre was incurred^ qr (B) the replacernSnt 
cost le^s an allpwanee for wear anc^ear. If this ^lan were adopted, 
for some years after the construction of the works in question the 
t l^timat^ capital exf^nditure would probably serve ad the basis 
of the valuation; whilst at a later period the, price would be ^ 
determined by the replacement cost lie private proprietor ^ould, 
it is true, always )^ive the higher of tyro valuations ; but this 
objection would only bemfged against this compromiser by th<^ 
who fidled to uliderstand its economic results. * 
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In the foregoing discussion, the plant, machinery and formation^, 
expenses have been mainly kept in view. As to the land on which 
the Wbrks may stand, if the valuation were ma^e on the basis of 
the cost of replacement, it would be logical to asse^ its value 
according to the price of similar Ian j at the date of the purcliase. 
But this might be very much more thim the sum it ^tuafly cost 
the private proprietor. The Local Autnority should therefore have 
the right of having ^e value of tlie land asceii^jbained ap*d inserted in 
the concession at any time, and of buying the land at any subse- 
quent time ah that valuation ^ilth or withtui buying the works, the 
rent to be paid fo$ the land, if ^ught without thd works, being 
determii^ed by the Commission. See on this subject W.«Z. Ripley 
on the “ Capitalisaibion of Public Service Conwratidfcs,” in vhe 
Qmrt, JfiurrM of ^Econotnm of November 1900; and Ve^< ) Knox 
on the “Econofiifc Effec^ of the Tramways Acts,** in the Kcowyniic 
Journal of December 1901. 
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(1) The ihain arguments^ for and against Municipal 
Trade, %vHich have been discussed in the fcx’egoing 
pages, may be very briefly summarised ^ follows : 
The arguments against Municipal 'A’lde are that 
it gteatly increrjses th& danger of municipal corrup- 
tioDij;. tliiit it diminishes competition and checks 
commercial progress ; that it may make Town 
Councils less able to perform them normal duties 
efficiently ; that the enterprises selected will be 
intrinsically less remunerative than if the selection 
had been left in private hands ; that "the manage- 
ment will be more costly; and that it practically 
places in the hands of some^ Local Authorities, 
and ^ot of others, the power of raising indirect 
taxation on certain goods. The fallowing argu- 
,m'ents in favour of Municipal Trade were also 
considered : First*amon^t these arguments was that 
founded ‘on tjie undoubted fact that" the workmen 
employed by municipalities receive better treatm^t 
tl^ if the work had , remained binder private 
proprietors ; but it appear^ tliat this argument 
could jiot be sisstained, because the State is not 
jusl^ed in selecting % special class on whkh to 
bestow si^ecial favours at the e^cpense of the 
remainder, l^he second Argument in favour of 

Idunicipal 'Trade* was that prices' would thus tie 
tn 
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reduced, or that a profit available for the^relief ot 
taxation would thus be made; but the available 
information indicates that i^munerative unc^ertak* 
ings, if leased to private companies, would be a 
source of revenue to municipalities, and faian^ cir- 
cumstances mabe it probable that the mor^ industry 
is left in private hands, th# mord rapid will be 
industrial progress ? ^jj^greas statistics indicate tfiat 
any fiirther municipal* expenditure on rediunerative 
undertiikings will result in an immediate Ihci-eave 
of local taxation ; and, as to the ultimate I’on- 
sequences, and merging together the interests of 
the consumers an3 the ratepayeiji^ of. the past, 
present, and future, a prion reasoning ren^gj^it 
probable that the community wilf neither gain nor 
lose materially.* as tlie result of the muincipal 
management of monopolies; and, for the foregoing 
reasons, it would therefore be most unwise to base 
our policy fbr the future on ihe hope of any 
financial benefits to either consumers or ratepayers 

• from Municipal Trai^e. Even if the statistical results 
of Municipal Trade in the past should provp on 
further investigation to be more hopeful than is here 
indicated, it must be remembered that this expefi-, 
ence is somewhat scanty. To cprote a parallel aise, 
if •a landlord Were to raise a loan by a moi^gage on 

* hi^ land, and were ’to invest the proceeds in*halfyf 
dozen commercial enterprises, to show that he^hfid 
made a net profit during the first thirty or forty 
years of his speculation could not betaken as § proof 

* that it, would -be wise to follow his example ; because, 
as a gener&l rate, in the absence of^spe^ial oppor- 
tunities,, and taking losSes into , account, the gross 
profits thus made are likely to ba no g:^ter thai^ 
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•the interest payable on the debts incurred. Tlie last 
and &r the most important argument in &vopr of 
' Municipal Trade is that councillors, unlike directors, 
will not be guided by, profit alone, and ^11, there- 
fore, niore prompt to remedy grievances involving 
expenditvre, and will be ready to li^idertake various 
seprices necessary fori the health, the morals, and 
the general converience oj^sthe' commuinity, which 
are not sufficiently remifnerative to tempt private 
proprieWrs to undertake them. Though this argu- 
ment may be unanswerable in the case/of some of 
the trades ten^g to become m9nopok4s, it lias little 
weight in the Sfese of competitive industries, provided 
tlwy^-je uninjurious ; because Municipal Trade gives 
no valuable safeguards to consumers who already 
possess the power of changing their sources of supply. 

(2) As regards ordinary competitive trades, the 

case for Municipal Trade in fact breaks down 

utterly ; whereas,, with regard to monopolies, this 

cannot be said to be the case. If a company 

obtains such a power as that, of breaking up the 

streets, it may thus acquire a practical mono^ly of 

the sale of certain commodities; and in such cases 

r i^ i§ essential that the State should exercise a certam 
/• 

control over the *indus1^, and should regulate prices 
within certain limits. This necessary control brings 
/S^th it some of the‘ evils of Municipal' Trade, ;^e 
greater the control the greater being the attendant 
disadvantages, ^ough, of 'tiourse, the greater the 
po^v^ec: of safegtfording the consumer. The balance.^ 
of advantage and disadvantage may therefme be far 
m<xre even in^ the .case of trades tending to become 
moiiop<dies, and th6 dedskin fu more di^i^t^to 
»mdke. the monc^ly be elloWed to remain in 
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private hands, how much will the "citizen be in* 
convenienced, and how well can the consumer be 
protected by the StateJ i^nd can and shoi^d the 
ratepayer or the consumer Jbe made to sfiare with 
the shareholder in the advantages arisin|f irolh the 
growth of thejtown and from economic manage- 
ment ? On the other haqd, if ‘an industry be 
transferrei^ to a Local^uthoritjb, will the consumer 
be as well supplied, * andj will Ibcal tai&tion thus 
be increased or diminished ? These are life main 
questions ^hich should be considered with regard 
to eacli sepamte industry before it is handed over 
to municipal management. lAs regpl^ the question 
of convenience, it was seen that it might ^j^jjjght 
for the care of the surface of "the streets to be 
entirely in tha* hands of the I^ocal Authonties; 
but that such an admission did not carry with it 
the conclusion that tramways, or other works built 
on municipaf property, should therefore be managed 
by a local governing body. 

(8) The foregoi^ being the main arguments for 
and against Municipal Trade, the logical way to 
attack the problem under consideration is to take 
each enterprise the municipalisation of whiclr Bas^ 
been undertaken or suggested; to weigh carefully 
aM these arguments as they are appUcabld to each 
oqe separately; aftd then to decide m which ca^ 
municipal enterfirise is on the whole advantagems. 
In proportion as the ^possibility of competition is 
greater, in proportion as the nuillber of workmen 
emplcfred is greater, in proportion as the ‘risk 
involved is greater, in proportion as the demand 
for the^ commodity supplied k'Jless ^universal, and 
in* proportion a^ tKe business is* more *difficult tp 
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jnanage, in prbportion to each of these voryingf 
circumstances must the case in favour of munid- 
, palisation be 'stronger ^before such a step can be 
held to l)e advisable. Bui, besides such general 
considerations as the^se, many special circumstances 
connected with, different localities different times 
may have to ^ talren into account; such as 
th4 size of towi^s, and docal aptitude for 
self-goveniment ; though, sinbe chq/igeable factors 
should *i\pi weigh too much in making d^isions 
difficult to retract, these points afe generally of 
less importance. Every one 'who imikes such an 
enquiry musiN^ome to the conclusion that some 
e nterp rises, whether they be called trades or not, 
are* best managed by local elected bodies, whilst 
otheds are not. Great diversity* „ wiU, however, 
naturally exist as to the exact place at which the 
line should be drawn. Bending fiirther enquiry, 
I myself am disposed to say that mdrkets, public 
baths, slaughter-houses, and cemeteries had better 
not be in private hands; that ^ater supply should 
generally be mimicipalised ; that harbours should 
often be managed by Local Authorities, or by 
^specially constituted public bodiqs; that there is 
mu6h to be said in favour of tramway tracks being 
owned abd repaired by munidpalitieij ; but that, «s 
VrulOf. priva1;e tradev is preferable for •telephony, 
g^-works, electrical works, tramways, and, without 
doubt, for all truly competitive trades, the case 
against Municipa{ Trade bdng weakest in -the iirst- 
mentiohed services. As regards tdephones, gfs and 
dectrical woiics, if once municipalise, it'migl^t not 
be wise to rdxansf^ them to pi'ivate hands^ 

(4) After teparating the entoprises und^ con- 
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* sideration into these two great clasi^ — ^tltose whic;)l 
it is right to place under the control of public 
bo^es and those which it is not — ^we should, 
naturally wish to discover some formula by which 
to distinguish the two ; a iQ;)rmula by* which we 
could in fiituBg decide at once whethej; any par- 
ticular enterprise should oy should not be muni- 
cipalised. ^ With aegrel^I must^confess that I Have 
found it impqssfble •?<) (Jiscoveia any sifch general 
guidii^ principle. WaW-supply is >i^rked by 
private complies for a profit on purely <‘om- 
merciA j^iii^iples; and, if we onoe admit, as I 
do, that it may dl^n be eight t^^unicipalise it, 
we shall find it very hard to discover aiiy^imple 
form of words which will covdi* this action, and 
yet condemn jSie municipalisation of other 'com- 
mercial ventures which ought to remain in private 
hands. Each case must be judged separately by 
the way in •which the balance lyill turn when the 
scales are loaded with all the conflicting argu- 
ments, there beiijg no royal road to a simple 
solution of the problem. ^ 

(5) But here it should be observed that there 
ire two distinct questions to be considered ^ 
questions which are often •somewhat confused* one 
wdth the othSr, especially by Members <Jf Parlia- 
ment. What trades should Parl^ment .per^ 
municipalities, to manage? What works, wif^ 
the powers thus granted, would municipalities 
wisely undertake? The action oftParliament must 
* be gt^emed to a great extent by rules and 'pre- 
cedents ; and the character of towas difler so 
widefy that no* rule coaid be ^amed wfdch would 
be suitable to all, aild precedents ^stalbliShed in on| 
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are, therefore, often bad guides for other 
localities. Parliament is not so well able to ^n- 
' sider all , the local conditions as are the Local 
Authorities on the spo^. and Parliament, therefore, 
ought, .in many cases|to leave to the municipalities 
concerned* the decision as to what is»^^ight or wrong. 
Suqh a trust in *Local 'Authorities is in accordance 
with our constitutfon and^dth‘the spirit of the 
people, p.ut ParliSsiment {should forbid the munici- 
palisation^of any industry when it is held that such 
municipalisation would be wrqng in* all places and 
in all circum^l^ces ; and I should, therefore, wish 
to see the mumvipalisation of all truly competitive 
ind'ftsti'Ves, such as the manufacture of electrical 
fittings for example, definitely prohibited by 
Parliament. An exception to this We is probably 
necessary in the case of the manufacture of residud 
products, when such manufactm« is essential for 
the economic working of some monopoly; but any 
such extension of municipal management into com- 
petitive fields should be jealously watched. As to 
gas-Miorks, electric-works, and tramways, many 
Members of Parliament may feel ^s I do, that, 
•thoi^h they would prefer to see these services 
remain in privatfe hands, yet they are not now 
prepared to declare that in no circumstances whitt- 
should these industries be managed by repre- 
sentative bodies, and they would 'be still less 
prepared to cancel any such” rights of management 
as haA*2 now bden granted. Moreover, if existing ^ 
municipal gas-works are to be allowed to cemain 
as at present, ,the jiolitical difficulty of refusing to 
grant the .right to<dther naimicipal govemijfients^to 
enanage similar works cannot Ibe ’ignored. Parlla- 
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*inent cannot, in fact, be expected to draw a muck 
moife rigid line than at present with regard to the 
monopolies already frequently entrusted to^ Local, 
Authorities. But any precedent set with regard 
to competitive trade should not, I holdjfbe idlowed 
to carry any jveight. For example, the, provisions 
in Acts of Parliament whi^h permit immicipalities 
to own hpuses and .aj^tpally tojbuild them — ^th^t is 
without the employhientj of a/ contractor — should 
be repealed; though I have little hope^of Parlia- 
ment taking ^^o bold a step. In fact, as to the 
limitation •fr municipal trading. Parliamentary re- 
form must, for the most part, c^sist.in changes 
in Standing Orders, in the estamishment ^gf new 
precedents and in the ignoriifg of certain "^d 
ones. •* 

(6) With regard to the second of these two 
questions, if Parliament leaves the decision on 
many poinfs in the hands of I^al Authorities, it 
follows that these Local Authorities must often 
be enabled to do things which they had better not 
do. No objection to the existing system should, 
however, be Raised on this ground only; for it is 
the inevitable jesult of any wise devolution • of 
powers and duties. It vfould, *00 doubt, b^ ad- 
vantageous if*a rule could be devise^ whfch would 
s^rve ais » guide %o municipalities in. deciding wl^ 
enterprises should be undertaken ; but I can su^i^st 
none, and all that have been suggested by others 
appear to me to break dovm on*^ careful ejpmina- 
tion. fit is,* therefore, consolatory to think that no 
suchrrule,*coul<} one be devised,^^ould be as useful 
as woqld at fint* sight appear prd^bfe. If we 
tell the advocatb of municipal enterprise that tl^ 
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establishment of municipal dectrical WOTks, finr 
example, is against our formula, whatever it fjiay 
• be, he . will sinSply tell jus that that formula must 
be altered. He will i^ot be stopped from doing 
sometUmg/he thinks^ teneficial by any such in- 
tangible harrier as a rule or principle. Our task 
must always be to conidnce him that the proposal 
is really injurious when it i#«scH hpd thiSfCan onljf 
be done by proving to |^im ^at the advantages 
are outweighed by the disadvantages in the particular 
industry under consideration. . \ \ 

(7) But e^i if we agree ^at Parliament is 
wise ‘in trusting municipalities with wide powers, 
an^.ejrsft if we cannot formulate any guiding 
rule as to the proper limits of mimicipal trading, 
we may, nevertheless, feel convinced that Local 
Authorities have gone too far in this direc- 
tion, and that they are showing every disposition 
to advance still ^irther. ’ This certamly is my 
conviction, and in these circumstances I hold that 
we ought to consider very cai^eiully whether a 
brake , cannot be applied in order to put some 
check on this movement, and to keep municipal, 
adveifture in the future within reasonable limits. 
There are two kiods o^ precautions , which might 
be adopted. .We may make changes, or adopt 
eSl^nomic safeguards, «which are intrini^cally du- 
sira\l^, or may introduce what may be described 
as poUtical checks,; that is, arrangements which are 
« devised. to secure a desired end, but wHich are 
m>t in th€»nselves intrinsically beneficiftl. Ifl the 
preceding q^ap^^ these political, possibilities have 
received but .little* ‘considerat^n; our atf^entiop 
hftvmg been confined mainly to desirable economic 



. oltAF. Mv.J PRIVAI® IflADE , , 4Se 

‘saf^^uards. These safeguards agaiidH; uirmse munii 
cipi^ trading, which have already been discussed, 
will first be briefly epitomised. • ^ . 

(8) First amongst ^ese checks I would place 
certain legislative reforms affecting private 'trade; 
and, before ret^itulating my suggestions^ it may be 
as well to point out why tlys queMion is in danger 
bf being ponsidered.iy f, one-sided fashion. Bdfore 
all committees of eAquiiy, and^at all 6onferences, 
the witnesses and speakers consist maii^y of two 
classes^; that * is, they are either advocates of 
Municipal* iTPrade, or they are perwns interested 
in the promotion *of private trade. The views of 
both these parties have often been admhrqi^ly ex- 
pressed. But is there not another great class'*ln 
be consulted? « 'Surely the consumer, or the ordinary 
citizen, ought to have a say in the matter ; and yet 
his voice is generally silent. It is his views that I 
have in tlus volume tried to .enunciate. One of 
the sentiments that tells most strongly in favour 
of Municipal Trade with the mass of the people is 
the belief that the consumer will get his grievances 
more readily .attended to if a trade is managed by 
*an elected body, than if it is owned by a private 
proprietor. Though the* great companies • who 
flaanage our * gas and water- works, havb, on the 
yhole. Starved the community very .well, yet thef( 
is a certain >fdundation for these complaints ; |and 
that foundation we ought to remove. When we* 
we grdhting to private traders valuable rights, 
connected with the use of our streets, would it 
not.be wfse tq retain the full right to remedy all 
^e ^^sonable grievances of •tJie future consumers 
of the commoditi^ thus to be .supplied ? Yet, as 
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jjegards ally minor grievances against gas, electrical, 
(V other such companies, the ordinary citizen is now 
, in a position of great helplessness. By increasing 
the control over private monopolies we are no doubt 
running into many ^ of the dangers attached to 
municipal^trading. But the dange];» of controlling 
private enterprise, thovgh very real, are much less 
thaii the dangers gf Munipipa} Trade; and as the 
choice lies ‘betweenv^the tM(o, by all mgans let us have 
controlled' private trade. At present sufficient[,atten- 
tion is not paid to the complaints of citizens against 
private proprietors ; and until we do aitvfd more to 
such grievance, even if niany of Ihem are unreason- 
able, it^csnnot b^ said that we are doing our best to 
stim the advancing tide of municipal enterprise. 

(9) Reforms should, therefore, tmdoubtedly be 
made in the legislation affecting private trade with 
the object, not only of freeing it from undesirable 
restriction, but alsq of adding desirable '^restrictions. 
The exact steps to be taken are, no doubt, open to 
serious question. My suggestions include changes 
with regard to concessions, which should be granted 
without a named limit of years, but including the 
right* of pmchase by Local Authorijiies at all times* 
on s&ch terms as will not throttle private enterprise ; 
restrictions on the power of veto on private enter* 
|h;|se nqw exeryised by^ municipalities ; wide powei^ 

' of ijjispection by municipalities pf all the a£&irs of 
^ companies receiving such municipal concessions ; and 
^the appointment bf an independent and technical 
cgmihisiaon to decide any questions ^at maytarise 
between the Loctd Autliorities who^ repfeselit^the 
citizens and'the^'compenies managing monopolies in 
their districts. Uqtil some suclf reforms as these 



. CHAP. XIV.] LIMITATION OF INpEBITlDI^ 441 

iSavei been adopted. Municipal Trade will present, 
man^ advantages to which it has no exclusive 
right. • . 

(10) As regards the* political checks which have 
been suggested with the object <of clipping* themings 
of municipalitief^ the two most important* proposals 
are the limitation of municipal debts an<f the pro- 
hibition o^ profits ‘ii\ municipal grades. As to ^e 
former, municipaT debt ligait clauses in Some form 
or otb^r have been inserted in nearly ev^^ry State 
constitution adopted^ in the United States during 
the last hiUfvcentury ; the limitation imposed on 
municipalities as \o their* indebtedness ranging 
between 2 and 10 per cent, of tf\e assessej^ value 
of property returned for taxation.’* These limitati<ms 
appear to havu'been introduced in order to check 
grants in aid to private companies rather than to 
check municipal trading in the ordinary sense. In 
England ddbt limitation should .be discussed with 
reference rather to mirnicipal extravagance than 
to Municipal Tradp ; and in that connection the 
question is a most important one. As to municipal 
trading debts^ the importance of the available 
assets cannot l^e ignored ; for, though fuatlfer^ 
enquiry is greatly needed,* and (though in Sbme 
cases the assets are certainly not sufficient*to cover 
tl^e debts mcurred,*yet there i;» no reason to siippos«^ 
that, as regard:^ the more definitely trading en||er- 
prises, the assets are not, on the average, of more 
value than the outstanding debts'^ The fact that , 
* considerable • sums have already been redeemed 
rendgs thfe result probable. From the financial 

# See 9ou. R. P. Porter’ll paper at the British Association, September 
1908 . ' * * . • , 
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•|Kiiiit of view there is, however, one serious dcnger 
cbnnected with Municipal Trade which must^ever 
be kept in view; and, against this danger a debt 
limitation clause wouj||d be very valuable. If, in 
any town, 'municipal fading has been largely imder- 
taken, an4 if for any cause the pop^tion begins to 
decline before the debts thus incurred have been 
redeemed to any material ^^tent,^ the rpsult muiSt 
be a reduction in municipal profits and an increase 
in local taxation. And the serious aspect of the 
case is that, in these circun^stanc^, taxation is 
likely to go increasing at a geoifiO^cal ratio ; 
for the desire ^of the inhabitants to leave the 
neighhf'ilthood will increase with every increase of 
taxation ; and the* burden of taxation will increase 
with every new departure of inhabitants. There are in 
these circumstances every condition necessary to pro- 
duce commercial disaster and municipal bankruptcy. 

(11) But there< are certain objecting to mvmi- 
cipal debt limitations which must not be overlooked. 
In the first place, where municipal trading is 
popu||ar, such a limitation of borrowing powers 
might induce Local Authorities to neglect some of 
Jthhii’ primary functions; unless, indeed, a separate 
limitation could be placed on municipal trading 
debts, which .would be difficult. Then, again. It 
^ust «be remembered that limitations; have , a 
teiVlency stimulate an advance up to the limit 
imposed; and it might welt be that some muni- 
cipi^ti^s, by beihg induced to borrow uj» to the 
Knut, would become pore indebted ’than *if no 
sudi limitatioi^ ha4 existed. It would he difficult 
to devise a njle wliteh wodld vary with t^^e exi|t- 
state indebtedness of ea^ town; and if so. 
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it follows that in England the Iimftati<m* imposed* 
wou|d have to be a very wide one, and that it 
would only come into operation in Extreme, cases. » 
Considering these objectioni|^ and how difficult it 
would be to induce Parliameht to takd, suCh an 
impopular step.^*! .am not yet convince^ liiat it 
would be wise at present to agitftte in favour Of 
this refomj. , ’ • • % » * 

(12) A check oh tli^ incsease of 'municipal 
indebtedness which would in my opinion cb'e mcnre 
effective cm l^e whple, and certainly more easy 
of introductkAi, would be to give 41^ citizens in 
all localities a direct veto on the jraising of Idans. 
This might be done by enacting that, bSfore any 
Local Authority could acquire the right to ^raise 
any new loan,* a vote should be taken, voting 
papers being sent to all voters by post, together 
with a statement as to the amount of the loan 
and its objects. Some means might have to be 
devised for exempting* small loans from the opera- 
tion of such a laav. Advantage might also be 
taken of such a proposal to strengthen the ]^ands 
of the Local .Government Board ; for it might be 
enacted that their inspector’s report should alwdy^ 
accompany thq voting paper. A* project unfavour- 
ably reported on by such an independent authority 
wpuld in Inany c^es be rejected ; for citizens are 
generally less* fevourably disposed tow|rds mvpii- 
cipal trading projects' than councillors, and many 
enterprises would never be under&ken . but /or^the « 
apath5f of the voters in e^^pressing their opinionsi 
Suclv^a re^rendum would not b^ opposed to liberal 
pi jn cipl^, and it *wouM be valuable safeguard 
against municipal extravagance in* all its* forms. , 
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(18) Passing on to the second of the ajfx>ve- 
mentioned means of checking municipal adven- 
ture, ^ namel}/* the prohibition of profit-nu^ng 
in municipal trades, il appears that many Local 
Authorities are unduly tempted by the hope of 
reducing ^taxation, and that this Iwpe affords the 
advocates of Municip^ Trade a cogent argument 
in ' its favour, jfhis su^j^J; *has already been 
partially discussed Jn chap. }i!ii., wlvpre it appeared 
that tliis proposal is open to serious eqpnomic 
objections, at all events as regards trades with 
debts partially^or wholly redeemed; <tfe6t it would 
be difficult to enforcce because ’of the difficulty of 
giy ingya^*dcfinition of the profit to be prohibited, 
and because of this minute inspection which would 
be irecessary to prevent such an ‘enactment from 
being evaded; and that too low prices, and con- 
sequently small or no profits, are likely to be a 
far more real danger than too high'’ prices and 
excessive profits. As to the' last-mentioned point, 
it is true that, when but a siciall fraction of the 
voters are supplied by a municipal manufactory, 
the Local Authority will be under ^some tempta- 
tion < to raise prices and thus to n\fike large profits 
for ‘the benefit of the* more numerous body of 
unafiected voters. But such a temptation ought 
^eldonv to be,, felt; f«r such trades should seldop 
be|,munici]^sed. Moreover, if Lbcal Authorities 
were* forced to carry on their enterprises without 
making a profifii it would not lessen the dis- 
advantages arising from such trading* operations; 
in fret, it mi^ht increase them SQmeWhat. .The 
compulsory absbiptjjKi of <profi£s would pix^bly 
pf^allj^ efrected by a furtnei* increase in the 
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pay of municipal workmen, or by "a reduction in.- 
municipal rents; and the tendency to municipal 
corruption would thus become even* more fjrmid- > 
able. If, on the other hand, the profits had to 
be absorbed by a reduction fn prices, the •inter- 
ference with private, trades would become ^ven more 
harmful than it is at present; bedhuse this would 
bb equivajent to * mynicipalitien^ not only b^g 
enabled but being bbligjed, when their trading 
debts were redeemed, to spend the interest on 
their qpcunAil^ed savings in giving bounties to 
the consui^K of goods produced*' by their own 
manufactories. Thfe prohibition of profits is, there- 
fore, intended to defeat an argument mhtr thw 
to cure an evil; and, if it do'es not defeat the 
argument, the •evil may thus be increased. This 
will be seen to be a serious objection to this pro- 
posal when it is remembered that the pirohibition 
of profits in Scotland has had clittle tendency to 
prevent municipal trading. Lastly, it is impossible 
to ignore the ke«i opposition which would be 
aroused by any attempt to force great citie^ like 
Birmingham |ind Manchester to forego the large 
profits they are .now making and to increase ioba^ 
taxation to a like amount.* For* all these re^ons, 
the legal* prohibition of profit-making ,wouId, in my 
opinion, be unadwsable. Bufc the hope of making 
a profit is, no*dbubt, one of the main objects w^fich 
many advocates of municipal trading have in view ; 
and, as hiunicipal enterprises shoiSid not be, under- 
taken* with ‘this object, it ^ would, without doubt, 
be advantageoqs b> lessen this, temptation. This 
proposal, which is supported b3ryeiy*4igh**'it^orities, 
and any otHer phiposal aiming ab the sme resulf^, 
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..should, therefbre, undoubtedly receive the ^mosR: 
careful attention. 

. (14) Sevoal important reforms in the E^lish 

Local {Government suffrage laws are needed; but, 
as they are, for the most part, more relevant to 
the question of extravagance thai^tto the question 
of Municipal < Trade,, they will be but briefly 
discussed here. JThere are,, I believe, miUions 
of English voter% who, pay no pates, and who 
do not ^rceive that their rents are affected by 
any increase or decrease in the rates fal^g on * 
their landlo^s» Rents may not be «immediately 
or uniformly affected by rates ; 'Hbut on the average 
and iivRifc long' run it may truly be said that rent- 
" j^yers are also ratepayers. It is of vital importance 
that this fact should be recognised^ <uid it would 
be most beneficial if either all tenants were made 
to pay the rates themselves, or if in some other 
way all voters were made to feel that they are in 
effect ratepayers. No other 'step would have such 
an effect in tending to produce ^nunicipal economy. * 
Unfortunately it has been stated on the highest 
authority that, as to rates, “it is generally 
“agireed that the practical difficulties of collecting 
“and enforcing payment iiom the large numbers of 
“the ptibrest. classes in the large towns who are 
^‘weekly tenapts and,, frequently moving* from one 
“ tenement to another, are insuperable” ; though why 
this statement should be made, considering that 
the unrated householder does not exist in 
Scotland, I do not know.^ The number of un- * 
rated voters might, at^ all events, be dimin^hed. 

* "final Repcffttiof the Commiaaiqn on Local Taxation,” IQpl, 
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whether any such change would gretfUy lessei^. 
Municipal Trade may be doubtful, a doubt which 
experience in Scotland tends to confirm. Municipal . 
trades are generally initi'ated*in periods of municipal 
energy, and, consequently, ^f miunicipal efficiency ; 
and it will not, be until this efficiency Vanes, or 
until imforeseeft changes take place in any of the 
main conditions affecting tke grades undertaken, 
that the ilhoe ^\i(^ll begiK,to pyich and* the voter 
will b^n to be influenced by a trade Voss *and 
by a conseqi^ent increase of taxation. It will then 
generally bo^too late *to retrieve the«in|tial mistake. 
But, as a means* of drai^ng the attention of 
voters to all matters affecting or ^ossiUjT’^^cting 
local taxation, the abolition of* the compounding 
system would JJC invaluable. I much fear, liow- 
ever, that we shall have to wait a long time 
before this reform is taken in hand; for, even if 
practicable, 'the political forces ppposed to it are 
very strong. * 

(15) Another vgry difficult question, and one 
more relevant to Municipal Trade, is that con- 
nected with the rating of the property of companies. 
The “ liberal ” praciple of taxation going hand 4n^ 
hand with representation i» entimly overlooked in 
li>e case of shareholders ; for they are m effect rate- 
payers who. have fio voice whatever ip the Unposi-^ 
ti^n of local taxation or in the expenditure of the 
revenue thus raised. • The importance of * mis 
question • may be illustrated by %the single fimt 
* ^t wie great London railway company noma 
pays .close t>n £200.000 a year in rates alone, and 
that this amount fepresents qpi. indhase* of more 
than Iflb pdr cent'on what it yeais 
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•ago.^ BAt, thoTigh it is easy to state the grie^;lance* 
it is difficult to suggest a remedy. The argumentsr 
• in &xour of giving to one man one vote whether 
he contributes little or much towards the national 
expeitdituVe depend \)n the fact that all men have 
an equal, right to demand jui^tice^ and that the 
poor man needs' protecj^ion and attention more than 
thd' rich. Bearing- this in^inind', it would be iiald 
to defend' giving to the nomhiee o^a company the 
right fo»-vote in proportion to the rates paid by 
that company. In a parish wherfc a railway 
company pays practically the whole *6f the local 
“rates,” and where, a« would ^ost frequently be 
the cafe,*^^!^ is not a single resident shareholder, 
any attempt at pi^gress in education, sanitation, or 
recreation would be brought to a standstill by such 
a system; for shareholders would naturally instruct 
their nominees to oppose 'all rates for which they 
received no equivalent benefit. If tHe company’s 
nominee were empowered td vote, but not in full 
proportion to the rates paid by the company, the 
samq evil effects would still be felt in extreme cases, 
whilst the shareholders would still have a grievance 
, at Hot being fully represented. Moreover, any such 
refdrm would probably necessitate a very serious 
modification pi our whole voting system in order 
to enable companiesrto vote in 'proportion to the 
ra^es paid, by them. All this is trfto imtil we come 
to consider the case in connection with rating for 
municipal tradin|' purposes, when the matter bears 
•a very different aspect. Here it is the ridi man 
who needs protec^on Ibecause of ribhes. ,^^Even 
as regards' the ''question of justide, how is it ^ssible 

* ^ ft * 

I Vimes, 11th November 1902, 
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'to the imposition of taxati(5n or %ven of 9 

lial^ty to taxation on unrepresented sharehold^ 
in order to fecilitate the establishment of a i^ival to • *, 
themselves in trade, wliich*may be the case when 
a railway company is forced fo pay rates ter Local ' 
Authorities wbg are initiating tramway enterprises? 
How is it possible to defen4 the power which Local 
Ailthorities have of jiaying their^ workmen a higher 
rate of wages,, (lian Hhose pai<i by companies who 
Me fiyreed to supply the necessary ftmw'wiSiout 
such qpmpt^iies having any effective means of pro- 
testing? the other hand, if •cojnpanies were 
given voting powbrs, they Vould by no meahs be 
opposed to enterprises which would eiHiet diminish 
taxation or increase the value bf property. The* 
is, in fact, no.1*eason why shMeholders shoufd not 
be granted voting powers in proportion to the rates 
paid if Municipal Trado alone had to be considered ; 
and the Icl^pal thing to do would be to establish a 
sepMate elected bod/ for the management of such 
enterprises, the timber of votes given by each 
voter being solely based on the amount of the 
rates paid by him. Without doubt, moreover, we 
* should in this ]vay chpek the tendency to iHide]|- 
take unwise trading enterprises, • and create a*body 
more fit to manage such industries ,as i9ere muni- 
cipalised.** There* would be a difficulty in deciding 
which of the lemunerative undertaking shoul^ be * 
managed by this specially elected body, and tiie ^ 
multiplication of elected bodies ft dlways somewhat, 
ol^elftionable ; but the main difficulty in the way of 
this^ propdsal a purely political one, namely the 
j|erce opposition it would ealk^rtfi.* * , 

(irf) TKus flu- liave we been occupied ifi com 
- . 2 E* .• V 
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^idering r&fonn£^ undertaken mainly with the delate" 
object of preventing municipalities from under- 
taking trades ^unless the case in favour of such 
trading fs weU estabUshed/ But municipal trades 
will be undertaken both wisely and unwisely, and 
reforms ought to be kitroduced^with the object of 
minimising the harmful effects of such enterprises. 
All' my suggestion^ on this pojpt have already Kben 
discussed, ‘including;^ the more^ rapid, redemption of 
debts wiieh profits are being made ; the abolition of 
preferential charges; the introductioir C|f a govern- 
ment audit;, the more rigid enforcen)(6nt of the 
laws* as to .municipal ej^nditurd ; a referendum on 
local lqan3>»and the separate enfranchisement of 
*launicipal workmen. Reforms of this nature are in 
my opinion desirable ; though of these only the last 
mentioned would very materially lessen the objec- 
tions to Municipal Trade. • 

(17) Thus the. reforms here suggested have 
three distinct objects in view? the rendering of the 
management of monopolies by i private proprietors 
more suitable to the needs of the community ; the 
prevention of Municipal Trade when it would be 
undesirable; and the lessening of tjhie disadvantages 
attending Municipal TrAde when it js undertaken. 
Other reform^ than those here suggested should, 
\io dovbt, be, taken ,into consideration; ■'such, for 
example, as reforms in the methods" of assessmeni; 
an increased control by Local Authorities over 
expenditure eithdr by the formation of* finance 
Qominitl^es with statutory powers or by Nither 
means; and changes in " parliamentary pfocedmse in 
tiie directibn 6t inp^ing*’ the * facilities given |o 
ij^aivate indfviduahk or association hi opposi^ bills 
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• . • 

•intr^uced by Corporations. My ‘list is, without 
doubt, defective and incomplete; but it certainly 
proves the necessity for an immediate and thorough • 
consideration by the ‘Le^slature of the 'whole 
question of Municipal Trad%. » » « 

(18) There ,jre, unfortunately, at present many 
influences antAgomStic to a ratiotuil treatment of 
tiii» subject. In .the early part of last century 
economists an«f lii^at ^ statesmen were in all 
probability too much inSbued with thd’, idea§ of 
indivi(^alisi|^ ;* but at the present time the pendu- 
lum has SMgi9g too much in the opposite direction. 
Local Authoriti|§i* in Engl&nd are, on .the whole, 
admirable bodies, and councillors de!senw«>th^ highest 
praise for the immense amount* of voluntary worTT 
undertaken by, 'them. I am the very last person 
to wish either to lessen their reputation or to cur- 
tail their powers of administration. But they, like 
their fellow-countrymen generally, have gone too far 
in certain directions in their acceptance of Socialist 
ideas. The “tru| reasons in favour of leaving 
“to voluntary associations all such things as they 
“are competent to perform would exist in ‘equal 
•‘strength if* it were certain that the work jtaelf 
“would be as well or better done, by public offieers.* 
These reasons ‘are: “the mischief of overloading the 
“ chief ftmctionarfes of govenpnent wij;h dem^ds orf 
“•their attention, and diverting them from duties 
“which they alone qjin discharge, tb ol^ects wftich « 
“ can be sufficiently" well attainAd twithout them;^ 
“ the danger of > unnecessarily swelling the dlreojb 
“power and. indirect influehce of government, and 
“ multiplying occasions of collision bOtwedn its agents 
“^d j^vatb citizefKs; and the in^x^diency o^con- 
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“ centratii^ in <8 dominant bureaucracy, all^the' 
“skill and experience in the management of &rge 
« “ interests, and all the power of organised action, 
“ existing'in the commuhity ( a practice which keeps 
“the citizens in a rdalSion to the government like 
“that df children to their guardians^^and is a main 
“cause of the inferior capacity* fol political life 
“which has hitherto chamcterised«the over-govenaed 
“countries* of the Continent, whetKer with or with- 
“ out the ^rms of representative government.” * The 
lesson thus stated by Mill as regards^ the ^central 
government has, been forgotten* and be learnt 
again by municipalities ^ regards local government, 
if they ^re«4c travel on the path along which pro- 
*^«ss can best be made. 

(lb) Reform is much needed;^ but what is 
even more necessary than legislative reform is an 
awakening of public interest in municipal questions. 
A minority of thq citizens in most towns are so 
active that they somewhat hide the great apathy 
of the majority. I should haye no fears as to 
the future of municipal enterprise in England if 
Englishmen generally would form their own in- 
dependent opinion^ whatever they ihight be, and 
would take the tfouble«> to exprei^ them at the 
ppUl. Every one who endeavours to bring about 
\his desirable ' end is ^doing good service for his 

country. 

1 • « 

^ “ Political Economy,” Mill, book v. chap. xi. para. 11. 

f ^ . . o 
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JOINT COMMITTllfe 01^ MtfNICIPAL^ TRADING OF 1908 

Whilst this has been passing through the 

press, tlie Report of •the Joint Select Committee of 
the House of I^orc^ and the^House of ^Commons on 
Municipal Trading has been^issued® main con- 
clusions arrived at by this Comipittee are contained^ 
in the following extracts from this Report : — • 

1. The present Committee may be regarded as continuing the 
inquiry held by the Joint Committee on Municipal Trading ap- 
pointed in 19TO, an identical Reference hi^ving been made in each 
case. • 

5. The Committee fqjt that any attempt to survey the general 
subject of Municipal Trading could only have led to a second post- 
ponement of the inquiry, as it would have been impossible ftfr them 
jn the short time available before the close of the Session (when the 
existence of every Ccgnmittee is terminated) to issue a Reports 

.the whole subject. • . • 

• They agreed, therefore, to devote their attention t<^one or more 
distinct aspc|pte of the question, passing by other* until Parliaments 

sl^ould be pleased to direct further in(jtiiry. • • 

• 

6. The first branch of toe subject with which the Coifinfittee 
decided to.deal was that of municipal accomitSA with regard both to 
toe form in which they are prepared, the sy^ms under qj^iicl^they « 
are aucifited, and the right of access to them possessed by toe ratw- 
paye^. The evidence taken has 1)een mainly directed to these 
questidhs. 

7. Wliatever vieiff may be taken of thi proper limits,^ any, 

^ • 468 
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.which can ba set to launicipal trading, it is clearly importantr that' 
wherever it exists, ratepayers should be not less fully ana con- 
tinuously informed of the success or failure of each undertaking 
* than if tfiey.were shareholders ^n an ordinary trading company. 

8. I)^ a l^ge number rf dkses this is undoubtedly done. But 
there is m some instances evidence to a contrary effect, and in view 
of the ever-i^creasiiig numbed and magnitude ^f municipal under- 
takings, it is most desirable that a liigh and uniform standard of 
account-keeping should prevail throughout the country. ^ • 

ip. The (Jommittee have dire<!^d fiAl attention to the question 
of audit. 9 

a J 

11. The Committee recommend that •a unifoml ^jjstem^of audit 
should be applit;d to all th^^^major local auti^oifties, viz.: the 
Councils of counties, cities, towns, burghs, &nd of urban districts. 

14. AlJ County Couijcils, the London Borough Councils, and 
Urban district Councils are subject to the Loc^l Government Board 
audit. This audit is carried out by District Auditors, who as a rule 
are not accountants, and are not, in the opinion of the Committee, 
properly qualified to discharge the^ duties which should devolve 
upon them. By special local Acts the Corporationa*,of Tunbridge 
Wells, Bournemouth, and Southend-on-Sea must, and the Corpora- 
tion of Folkestone may, adopt the Local Government Board system 
of audit. The duties of the auditors seem fo be practically confined 
to certification of figures, and to the noting of illegal items of 
expendtcure. 

To apply this system of audit to Municipal Corporations*^ 
4rouldc arouse strenuous opposition from them, and the course may 
be considered impracticable ; but in addition to^ this the fact that 
district auditors a >3 not accountants seems tq unfit them as a class 
for the continuous •and complicated task of auditing the accounts 
of what are really great commercial businesses. * « ^ 

I • • 

16. The Committee accordingly recdlmmend that— 

« (a) The Existing systems of audit applicable to corpora- 
tions, county councils, and urban district couflcils in &gland 
and Wales, be abolished. 

_ * ’t 

(b) Auditors, be|iig memb^ of t&e Institute of Charter^ 
*'^ccouutiuits^or ^f the Incoipoiat^ Secieiy of Acdduntants 
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and Auditors, should be appointed bjrthe thi^e classes o€ 
local authorities just mentioned. 

(c) In every case the appointment should be subject to « 
the approval of the Local Gevemment Board, ftftet hearing 
any objections made by ratepa^iers, and the auditor, who 
should hold office for a term not exceeding fivetyeaijS, should 
be eligible fso^ re-appointment, «tnd should not be dismissed 

by the local Authority without the san(^ion of ftie Board. 

• 

(d) In the e^nj of any disagreement between the*local 
autholity and^he ai|^ito¥ as to his remuneratk)n, the liocal 
Government^ Board shouli have^povrer to de^ijniffr the 
Blatter. 

^ (e) Scots practice of ^pointing auditors from a 
distance preference to loqg,^ men, to l>ud)t: the accounts of 
small burghs sliofld in similar^cases be adopted in England. 

17. The Committee are of opinion that^it should be made clears 
by statute or regulation that the duties of those entrusted with the 
audit of local accoiints are not confined to mere certification of 
figures. They therefore further recommend that — 

(a) The auditor shoUd have the right of access to all 
such pSpers, books, accounts, vouchers, sancticais for loans, 
and so forth, as are necessary for his examination and 
certificate. 

(&) He should be entitled to require from officers of the 
Authority such information and explanation as Aay be 
^ necessary for the performance of his duties. 

• • 

18. Auditors should be required^to express an opinion upcyj th^ 

necessity of reserve^unds, of amounts set aside to meet^lepreciation 
and obsolescence of plant in addition to the statutory sinking funds, ^ 
and of the adequacy of such amounts. • • • • 

% m 

•19. The auditor should also be required to present a repoft to 
the Looftl Authority. Suchleport should include observations upon 
any matters as to which he has not been sStis^d, or which in his 
judgmeiK called for special notice, particularly with rega^ td thg 
value of any assets taken into account. 

• ^ • * * * 

20. The Local Authority should foiward ftrthe iiocal Govem- 

indht Board both thp d^Ued aocoim^ wd* the .report^ the 
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.aaditoT upon Aem. It should he the duty of the au4^ 
report independently to the Board any ease in which an au«honty 
declines to. parry out a»y recommendation made by hun. • 

21. X printed copy of the accounts, with the certificate and 
report of tie auditor thereou, should be suppUed by the Local 
Authority to«any ratepayer at a reasonable charge. 

Ti 

27. The Commitjpe suggest that in mew Cf the large changes 
rec(wmended by them it mi((ht be aAvis^le to create a newjjpdy, 
in the ferm of a Board of Oommiysioptrs ot LocalAudit, in some 
analogous to th® Bailway Cdmmissiop. Tnis body could 
be entrustei^ with the powers which the Committee recoymend in 
their Beport should be vested in the Local Government ^rd. 
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